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SOME THOUGHTS ON A LIFE INSURANCE 
INTERNSHIP PROGRAM 


Henrsert C. GRAEBNER 


American College of Life Underwriters 


Internships are not a new phenomenon 
in American education. They have been 
used successfully in various fields of pro- 
fessional practice, such as teaching, medi- 
cine, ministry, and nursing, to name only 
a few. The concept of serving an intern- 
ship period before embarking upon the 
practice of a profession perhaps could be 
said to have had its inception with the ap- 
prenticeship system in various types of 
skilled employment. 

In the field of business, there have been 
various attempts at establishing internship 
programs for college students, but these 
programs generally have not proved as 
effective as the programs of interning, 
vicaring, and apprenticing used in other 
professional activities. 

It is the purpose of this paper to de- 
scribe some of the elements that must 
be considered in establishing an intern- 
ship program in the field of life insurance. 
Obviously, some of the major points con- 
sidered could be made to apply equally 
well to other areas of business education, 
such as accounting, merchandising, bank- 
ing, and non-life insurance. Through a 
well-conducted internship program the 
university can fulfill more adequately its 
responsibilities to the students and to the 
business community. Such a carefully con- 
ceived and minutely managed internship 
program would make it possible for a col- 
lege graduate to enter the business world 
at the “sophomore” level rather than at 
the “freshman” level. Such a program 
would give the cooperating business firm 


an opportunity to observe the student’s 
work habits and to evaluate his capacity 
to do a certain kind of job. Finally, the 
faculty and administration of the univer- 
sity would be privileged to continue the 
guidance function of the student as he is 
introduced to the job of earning a living. 
In this way it would be possible for the 
faculty members to observe the effective- 
ness with which the student is able to 
apply the text book principles to which 
he has been exposed in the classroom and 
laboratory. It would appear then that all 
parties to the program might well benefit 
if it is implemented effectively. 


The Purpose of an Internship 
Program 


The basic purpose of an internship pro- 
gram in life insurance is to enable a num- 
ber of senior students at the university 
who are majoring in insurance to become 
familiar with the operations and pro- 
cedures of a life insurance agency or com- 
pany. They will also learn the techniques 
of applying theoretical knowledge ac- 
quired in formal courses at the university 
to the problems of the life insurance busi- 
ness. Such a program would make it 
possible for a student who has had the 
internship experience to satisfy himself 
first of all that a career in life insurance 
is what he desires most. After such a de- 
cision has been reached, he then could 
enter his chosen field at a point consider- 
ably higher on the productivity scale than 
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would be expected if he had not had the 
internship experience. 

It should be emphasized that an insur- 
ance internship program can be made 
broad enough to include areas of insurance 
work other than field operations. There 
could be programs for college students 
interested in such activities as actuarial 
work, office administration, and account- 
ing. In addition, special programs could 
be developed for those students planning 
careers in property insurance. In this 
paper, however, the illustrations and sug- 
gestions are directed primarily to a life 
insurance internship program for students 
who appear to have some aptitude and 
interest in a career in the area of life in- 
surance distribution. The basic elements of 
this program would be equally applicable 
to internships in property insurance or in 
home office operations. 


The Selection of Candidates for 
Life Insurance Internship 


The internship award should be made 
available to above average students who 
are seniors at the university and who are 
majoring in insurance. It is advisable that 
such students should have declared and 
shown a real interest in exploring life in- 
surance as a potential career. Each intern 
should be required to maintain superior 
grades in order to remain on an internship 
during his senior year. It is also suggested 
that the intern be expected to remain on 
the internship during the entire senior 
year. However, it might be advisable that 
the award would be made on a semester 
basis, so as to reduce the risks involved 
in selection mistakes. It would be highly 
desirable to have the appointment made 
at the conclusion of the junior year if 
arrangements could be completed to have 
the student begin his internship during the 
summer months preceding his senior year. 

The specific responsibility for appoint- 
ment of an intern should be assigned to 
someone associated with the university 


who might well be termed a coordinator 
for the life insurance internship program 
of the university. This person quite logic- 
ally could be a member of the insurance 
faculty. 

In the event a faculty member is se- 
lected to organize, develop, and supervise 
such an internship program, it would seem 
advisable for the administration to make 
additional compensation available to him 
or to have this project considered as taking 
the place of one or more courses during 
the year. The responsibilities of the co- 
ordinator of such a program are numerous 
and would require a considerable amount 
of attention. 


After the coordinator has been ap- 
pointed he would want to work closely 
with general agents, managers, and others 
interested in life insurance education in 
the community where the internships are 
to be established. This small advisory com- 
mittee could assist the coordinator in set- 
ting up certain standards for determining 
who should be invited to become an intern. 
It would be extremely helpful if each ap- 
plicant would be interviewed by the entire 
advisory committee after the applications 
have been received and approved by the 
coordinator and the advisory committee. 


The Selection of Qualified Cooperating 
Agencies 

After the applicants for an internship 
have been approved by the coordinator of 
the program and the advisory committee, 
the next task would be to establish a list 
of the general agents, managers, and home 
offices which would be approved for the 
internship program. This is perhaps one 
of the most difficult phases of the program, 
inasmuch as great care must be exercised 
to make certain that the general agent or 
manager understands thoroughly and sub- 
scribes completely to the basic objectives 
of the program and to the methods by 
which it is operated. It is imperative that 
the rules of operation be thoroughly un- 


x 

4 


Some Thoughts on a Life Insurance Internship Program 3 


derstood and agreed to by the cooperating 
agency. The cooperating general agent or 
manager would have to recognize that 
cooperation in this program is going to 
involve an outlay of both time and money. 
He should consider that he is supporting 
an educational program which has as its 
chief objective making it possible for an 
undergraduate student to gain practical 
experience in a business situation. 

After the approved list of cooperating 
agencies has been completed, it would be 
the responsibility of the coordinator and 
the advisory committee to assign each 
intern. It might be advisable to permit 
the cooperating agency heads and the 
interns to meet each other and then ar- 
range for a system whereby each agency 
head would list the interns he would 
prefer; and at the same time, the intern 
could list his agencies in some preferential 
order. This could serve as a guide in the 
selection of specific assignments. It might 
be helpful if both interns and the cooperat- 
ing agencies would agree in advance to 
abide by the appointment made by the ad- 
visory committee and the coordinator. 


Another aspect of the agreement be- 
tween the cooperating agency and the stu- 
dent is that both parties should recognize 
that participation in the internship pro- 
gram does not carry with it a commitment 
for employment at the conclusion of the 
internship period. 


Compensation of the Intern 


The internship should carry a stipend 
for the academic year and should be pay- 
able to the intern on a basis that is agree- 
able to both the intern and the cooperating 
agency. The amount of the stipend should 
be equivalent at least to the going rate 
for student employment at the level ex- 
pected in the internship program. For 
example: if the going hourly rate for cleri- 
cal work in an office is $1.50 per hour, and 
if the internship is set up on the basis of 
twenty hours of work in the office per 


week, and if the period of the internship 
is to be thirty weeks, the stipend of the 
intern would amount to $900.00 for the 
entire senior year. 

An alternative plan for compensation 
would be to have the agency make the 
payment to the university. The university 
would then pay the student after the pay- 
ment has been properly vouchered by the 
coordinator at the cooperating agency. 


Duties of the Intern 

It should be agreed in advance by each 
participating agency that the intern will 
be allowed to follow a program of activi- 
ties which will rotate his assignments 
throughout the office in order that he 
might gain a broad background of train- 
ing and experience in agency work. The 
particular program in each agency should 
be subject to the approval and supervision 
of the program’s coordinator. This could 
be achieved by conferences between the 
cooperating general agent or manager and 
the coordinator. In general, the intern’s 
activities in the life insurance agency 
should include the following: 


1. Gaining an understanding of the 
company’s basic training courses for new 
agents (this would include the passing of 
the usual examinations given by the com- 
pany during the basic course). 

2. Gaining first-hand knowledge of pro- 
cedures in the following areas of agency 
operation: 

a. New business (this would include a 
thorough understanding of the application, 
the medical and inspection reports, and the 
problem of cancellation of policies). 

b. Programming a prospect’s insurance 
needs (this would include understanding 
what facts are needed, the actual prepara- 
tion of the visual materials to be presented 
to the prospect by the underwriter, and an 
evaluation of how the program was re- 
ceived by the prospect). 

c. Renewal business (this would include 
an understanding of the problem of restora- 
tions, extensions, prepayments, change of 
mode of payments, and selection of divi- 
dend options). 

d. Policy loans and selection of nonfor- 
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feiture values (this would include an un- 
derstanding of the procedure to be followed 
by a policyholder in applying for a policy 
loan or other nonforfeiture values; the prob- 
lems involved in administering outstanding 
policy loans and the methods of encourag- 
ing repayments of policy loans). 

e. Claim settlement (this would include 
actual experience of settling death claims, 
as well as settling matured endowments 
and disability claims. Perhaps the desir- 
able way of handling this would be for the 
intern to accompany an experienced agent 
who is performing such activities) . 

8. Gaining familiarity with the problems 
associated with market analysis, including: 

a. Techniques for studying and analyz- 
ing the market for life insurance. 

b. Observation of successful selling 
methods. 

4. Being introduced to the problems 
of recruiting, selecting, training, and super- 
vising life underwriters. 

5. Gaining an appreciation of the na- 
ture of sales and service work through 
carefully guided individual field work. (It 
is strongly recommended that the intern 
be sent on calls to service policyholders. 
The chief emphasis in the beginning should 
be on service rather than on sales.) 

The above outline of activities is merely 
suggestive. It is necessary that the pro- 
gram be kept sufficiently flexible in order 
to meet the peculiar problems of the in- 
dividual agency. It is expected that the 
activities of the intern would be outlined 
and that such a program would be checked 
at monthly intervals for performance and 
achievement. 

At least once a year a complete report of 
each intern’s progress should be made by 
the coordinator of the internship program 
and presented to the advisory committee 
and to the association of general agents 
and managers in the local community. 


Duties of the Coordinator 


The coordinator’s responsibility is to the 
individual student, to the cooperating 
agency, and to the university. His respon- 
sibility to the student is to make certain 
that the program is accepted and con- 
tinued as an educational program. The 
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coordinator should use every device at his 
disposal to make certain that the activities 
in the agency are correlated as well as 
possible to the student’s formal educa- 
tional program at the university. 

The coordinator should, of course, keep 
in close touch with each of the cooperat- 
ing agencies, in order to make certain that 
the student is performing in accordance 
with the established plan and that the co- 
operating agency is following the ap- 
proved schedule. Finally, it would be 
the coordinator’s responsibility to keep the 
faculty of the department, or the college, 
fully informed as to the nature of the in- 
ternship program and the progress made 
by the individual student who is serving 
as an intern. After the program has been 
under way for a period of time, the co- 
ordinator possibly would want to give 
reports at public gatherings of various 
insurance institutions and share his ex- 
periences with other teachers who may be 
conducting a similar type of program in 
other cities. Finally, after the program has 
been in operation for a number of years 
and experience has been obtained with 
respect to the individual intern’s voca- 
tional activities after he has been gradu- 
ated from college, the coordinator will 
want to try to discern any correlations 
which may exist between the man’s ap- 
parent success and the length of time he 
has been on the internship program. 


Conclusions 
A successful life insurance internship 


program should have the following de- 
sirable results: 


1. The intern will have the knowledge 
gained in classrooms confirmed and aug- 
mented by many practical applications of 
principles of life insurance. This will 
strengthen and increase his knowledge of 
the business. 

2. The intern will have the privilege 
of seeing life insurance in action, which 
will enable him to get a greater under- 
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standing of life insurance and its uses. 
This will strengthen his belief in life in- 
surance. 

3. The intern will have a valuable op- 
portunity to participate in agency work, 
which will enable him to acquire know]- 
edge and familiarity with the terminology 
of the industry. This will give him greater 
facility to speak intelligently and con- 
vincingly about life insurance. 

4. The general agent or manager 
sponsoring an internship will receive his 
immediate reward in the realization that 
he is performing a genuine service in the 
shaping of a potentially successful career 
in life insurance. It is normal to expect 
that in many cases the excellent relation- 
ship created during the internship period 
will establish a favorable climate for re- 
cruiting when the intern has completed 
his academic course. 
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5. It is possible that the presence of an 
intern may have a most worthwhile effect 
on the present personnel in the agency 
office. It may cause the present agency 
personnel to look upon their insurance ac- 
tivity in a different light when they ob- 
serve that college men are taking a real 
interest in the work of life insurance as 
a career. 

6. Finally, the over-all result of an 
internship program properly conducted 
should, in the long run, reduce turnover 
in the agency force; it should enable the 
college-trained man to get into production 
of quality business more quickly upon 
graduation from college; and it should 
enable the life insurance industry to at- 
tract a larger number of college men be- 
cause it should give added stability to 
life insurance underwriting as a career 
for college graduates. 
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SUGGESTIONS REGARDING EDUCATION FOR BUSINESS 
M. WEIMER 


Indiana University 


Schools of Business have been under 
intensive study and review in recent 
years. At least two major foundations 
have supported comprehensive studies of 
such schools and of educational programs 
in business administration. These studies 
have been prompted, in part, by the an- 
ticipated increase in the number of stu- 
dents who will be pursuing higher educa- 
tion. Such studies are the result also of a 
general feeling that various programs of 
study in the field of business administra- 
tion may not be adequate for the prepara- 
tion of young men and women for the 
increasingly heavy responsibilities that 
must be discharged by those who will 
own and manage business firms in the 
future or by those who will assist in vari- 
ous specialized capacities. 

There is little doubt that studies which 
undertake to review and evaluate pro- 
grams of this type will have a significant 
impact. Those engaged in education for 
business certainly need as much help as 
possible from such studies, from the busi- 
ness community, from faculty members of 
other parts of the university, and from 
other sources. 

It may be helpful also for the academi- 
cian to present his basic beliefs and, as 
realistically as possible, his concepts of 
what educators in business are trying to 
do and how they are attempting to carry 
out their programs. Each educator has 
certain preconceptions and fixed beliefs 
which are bound to color his programs. 
In order to evaluate any approach, it is 
necessary to know what these are. 

Trying to answer the question of what 


constitutes a good educational program 
for business is somewhat like trying to 
answer the question of what constitutes a 
good investment. Answers to both ques- 
tions will vary with individuals and their 
circumstances. Both involve predicting a 
highly uncertain future, and answers must 
be based upon a balancing of the possible 
results of alternative lines of action. Be- 
cause of uncertainties, investments often 
are diversified. This may suggest that 
diversification is needed in programs of 
education tor business simply because the 
requirements of an uncertain future can- 
not be predicted. Thus, it would probably 
be a mistake to suggest that a single kind 
of educational program would be best in 
all cases. 

Those interested in the field of insur- 
ance have contributed significantly to 
business education through studies of risk 
and the means by which risks may be an- 
ticipated and acted upon. In a sense it 
might be possible to study business en- 
tirely from the viewpoint of insurance, or 
from the viewpoint of accounting, finance, 
marketing, real estate, or some other area. 
It is probable, however, that the study 
of business and its administration be- 
comes most meaningful if it is undertaken 
from the point of view of the top manager 
who is the central figure in the business 
firm. 
Not all students of business will be- 
come owners or managers of business 
firms. Many will become specialists in 
one or another area or serve in staff and 
advisory capacities. Studying business 
from the point of view of the manager, 
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however, provides a means of integrating 
a variety of subjects. It makes possible 
the development of a general framework 
of relationships between the various spe- 
cial areas of business, and it gives the 
student insights into the interrelationships 
between the firm and society. 


Nature of Business Administration 

The business firm is the key social insti- 
tution of this area. Those who own and 
manage business firms are influenced 
greatly by their economic, political, social, 
and cultural environment. Hence, busi- 
ness firms cannot be studied in a vacuum. 
They are dynamic social institutions oper- 
ating in a dynamic environment. They 
are made up of people; hence, business 
is a study of people rather than of ma- 
terials, accounts, properties, mathematical 
risks, or other things. 

In its earlier stages of develop- 
ment business administration was usvally 
thought of as applied economics. More 
recently this concept has been broadened, 
and business administration is more fre- 
quently thought of as an applied social 
science. Sociology, social psychology, an- 
thropology, political science, and econom- 
ics are drawn upon for basic materials. 

But business administration is some- 
thing more than applied social science. 
This something more is action, and the 
study of business and its administration 
inevitably involves a study of action. In 
recent years decision making has been 
stressed as a central concept in this field. 
The decision making approach has made 
it possible to emphasize the collection and 
analysis of information and methods of 
prediction. Mathematical models have 
been brought into use, especially with the 
advent of electronic data processing 
equipment to aid in the development of 
methods of prediction. 

The collection of data and the making 
of predictions cannot be thought of as 
distinguishing business administration 


from other fields. These processes are 
common to all fields of learning. In the 
area or areas of business and its adminis- 
tration, however, decisions have little 
significance unless they are implemented 
or translated into action; hence, the con- 
cern in business with the study of pro- 
grams of action, of carrying decisions 
into effect. This involves the administra- 
tive or management process—planning 
programs of action to achieve objectives, 
organizing resources effectively, and con- 
trolling operations to assure that plans 
are carried out. The process is activated 
through leadership. 

Thus, the study of business may be re- 
lated to the study of military operations, 
or medicine, or other fields that ultimately 
deal in action. In short, while business 
may be studied simply for the purpose of 
adding to knowledge of the subject, the 
education of future practitioners of busi- 
ness administration—in management or 
specialized areas—must provide a back- 
ground for action, for using resources 
effectively in the achievement of desired 
results. 


Dr. Robert D. Calkins, President of the 
Brookings Institution, stated the above 
proposition as follows: 


Administration is fundamentally the di- 
rection of affairs. It is purposive action, 
and to an increasing degree it is informed, 
rational, and deliberate action. . . . It em- 
ploys the knowledge and techniques of the 
social sciences; but it is overwhelmingly 
concerned with the choice of ends, ways, 
and means for the attainment of desired 
results. It is curbed by moral codes and 
ethical principles; and it is driven by 
springs of ambition and devotion that 
largely escape analysis. . . . 

The three main elements of administra- 
tion are the formulation of goals, the 
choice of ways and means, and the direc- 
tion of people in some group purpose.* 


1Speech at Annual Meeting of American As- 


sociation of Collegiate Schools of Business. Mar- 
quette University, Milwaukee, Wisconsin, April, 
1955. 
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Objectives of Education for Business 

The formulation of goals or the selec- 
tion of objectives presupposes some type 
of value scale and the capacity to make 
value judgments. The objectives of the 
business firm are determined by its own- 
ers or managers. Objectives may be gen- 
eral or specific. General objectives may 
include survival, growth, or the attain- 
ment of recognition or prestige positions. 
To pursue them or other objectives the 
firm must make a profit. Whether it 
strives for maximum, “reasonable,” or 
some other level of profits depends upon 
its owners and managers. 

The objectives of the business firm must 
coincide with the over-all objectives of 
the society that it serves or it will not be 
allowed to continue to exist. In a system 
of democracy and competition a business 
firm cannot for long follow programs that 
do not win public support. 

The business school has the responsi- 
bilty of developing an understanding of 
the basic objectives of society and the 
interrelationships between these objec- 
tives and those of the individual business 
firm. Indeed, business firms may be ex- 
pected not simply to conform to the 
standards of society but to assist in the 
establishment of ever higher standards. 
As Professor David McCord Wright has 
said, “Not the ending of competitive ac- 
quisition should be our goal, but the 
competitive asquisition of nobler things 
in a nobler way.” ? 

The effective pursuit of objectives re- 
quires a knowledge of how to maximize 
advantage over the long run in the use of 
the resources available to the business 
firm. Thus, development of the ability to 
make choices as to ways and means re- 
quires a knowledge of management prin- 
ciples and processes, plus an understand- 
ing of the various human, material, and 


2D and Progress, (New York: The 


Macmillan Co., 1948), pp. 24-25. 
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other resources that may be available to 
business firms. 

The basic resource of business firms is 
the abilities of the people in it. Organiz- 
ing people and their abilities into an 
effective work team and leading them 
toward established goals is an essential 
element of good management. Beyond 
this, management must understand how 
to combine capital, capital goods, ma- 
terials, location and the place of business 
or real estate resources, transportation 
and communication facilities, and the 
“know-how” and ideas of people. All of 
these resources must be “mixed” properly 
to produce goods and services that can 
be marketed at prices which exceed costs, 
including the cost of assuming necessary 
risks. Thus the manager needs to know 
how to account for and to manage income 
as well as how to utilize resources. 

The development of the ability to direct 
people in some group purpose involves 
preparation for leadership. Although this 
aspect of academic programs may never 
be solved to the satisfaction of all, some 
progress has been made, possibly more 
outside than within the classroom. Work 
in the field of human relations has been 
helpful in this area as have case courses 
in administrative policy and related sub- 
jects. Successful business leaders have an 
increasing awareness of their social sig- 
nificance and responsibility; they know 
how to give meaning to work; they under- 
stand people, their motives, aspirations, 
and problems; and they know how to get 
things done. 

Since business firms are managed in a 
dynamic environment, a knowledge of 
this environment and its major character- 
istics is essential. As a minimum this in- 
cludes a knowledge of markets, business 
conditions, the legal framework, business- 
government and community relationships, 
political conditions, the influence of pres- 
sure groups, and the enterprise system as 
a whole. 
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Programs designed to educate students 
for business must be future oriented. In- 
sofar as possible they should develop the 
ability to understand the changes which 
are going on and are likely to go on in 
the American and world communities and 
in business firms themselves. Such pro- 
grams should also develop the ability to 
make the necessary adaptations to such 
changes. The provision of educational 
programs which will be adequate for this 
purpose grows increasingly difficult as 
the rate of change tends to advance. 

To quote from the Indiana University 
School of Business Bulletin: 


It is a particular purpose of the School 
that its teaching and much of its research 
activity be future-oriented. The growing, 
rapidly changing character of the Amer- 
ican economy has never been more evident 
than in recent years, and the potentialities 
for continuing changes in technology, in 
institutional and organizational patterns, in 
leisure-time use, and in the relations of the 
American economy to the rest of the world 
are enormous. To be of any lasting value, 
education for business must develop in its 
students abilities to project their thinking 
and to shape the future.® 

This review indicates what the staff at 
Indiana is trying to accomplish in terms 
of the undergraduate and graduate pro- 
grams: to educate future decision makers 
and those who will implement decisions 
in the business world—the future owners 
and managers of business firms and the 
various specialists who will assist them; 
to develop an understanding of the man- 
agement of the business firm as a key 
social institution in a dynamic environ- 
ment. 

Many business schools are trying to 
serve other important areas as well. One 
of these is in the field of service to the 
business community, primarily through 
offering educational facilities to pres- 
ent business managers and specialists. 

3 Indiana University School of Business Bulle- 


tin: Vol. LVI, No. 22, (Bloomington, Indiana, 
November 1, 1958), p. 12. 


Through executive development pro- 
grams; clinics; study conferences; publica- 
tions of various types, including research 
studies; and related activities many 
schools are contributing to the improve- 
ment of operations in the business com- 
munity. Indeed, programs of this type 
may prove to be among the more sig- 
nificant contributions of the business 
schools to American society. 

The other important area is that of re- 
search. A school of business cannot dis- 
charge its responsibilities unless it en- 
gages in active programs of research. This 
point of view is stated in the current 
Bulletin of the Indiana University School 
of Business as follows: 


A collegiate business school has func- 
tions common to all institutions of higher 
learning. It has three roles with respect to 
the information, knowledge, ideas and in- 
sights in which it deals: to communicate 
them; to order, preserve, and record them; 
and to originate them or stimulate their 
production. Teaching is the primary func- 
tion of any such educational institution, 
but effective teaching is more than the 
transmission of currently accepted subject 
matter. Instruction is shallow unless it is 
rooted in a tradition of scholarship. It is 
incomplete unless many of the participants 
in the educational enterprise, students as 
well as faculty, are actively engaged in the 
generation of new ideas.* 


In all probability schools of business 
have a long way to go before they will 
equal the research contributions that are 
being made by other departments and 
professional schools of the university. But 
progress is being made. Not only have 
significant programs of research devel- 
oped in the various fields of business 
administration but some interesting com- 
bined research efforts are being under- 
taken which draw on the social and 
behavioral sciences, mathematics, and 
other disciplines. 


Summary 
These then may be considerd the main 
4 Ibid., p. 11. 
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objectives of schools of business: 


(1) To educate future decision makers 
and those who will implement decisions: 
business owners, managers, and special- 
ists. 


(2) To contribute to the development 
of practicing executives and business 
specialists. 

(3) To contribute to the expansion of 
knowledge through research. 


The programs followed in attempting 
to pursue these objectives are of many 
types. Strong arguments may be made 
for programs that follow the management 
approach, that stress the development of 
knowledge and judgment in the manage- 
ment of the key social institution of our 
time— the business firm—within a dy- 
namic environment. Such an approach 
includes the study of decision making 
and decision implementation; it includes 


“the formulation of goals, the choice of 
ways and means, and the direction of 
people in some group purpose.” Such an 
approach does not preclude specialization 
in various functional fields of business, 
but relates special fields to a central core 
of subject matter. 

In a broad sense, of course, the objec- 
tives of the business school are essentially 
the same as those of higher education in 
general—to contribute to growth and 
progress in all desirable aspects of life— 
to further the “pursuit of nobler things 
in a nobler way.” Growth and progress 
require the maintenance and extension of 
the basic freedoms of the individual and 
the expansion of his opportunities to de- 
velop his capacities to their fullest extent. 
Thus, the educational means or programs 
that allow for the flowering of the human 
spirit in effect become the ends or objec- 
tives of higher education in general or of 
education for business in particular. 
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WORKMEN'S COMPENSATION AND THE 
HANDICAPPED* 


C. ArtHuR WILLIAMs, Jr. 
University of Minnescta 


Since the close of World War II, inter- 
est in the employment of the handicapped 
has increased greatly. In addition to im- 
proving the positions of handicapped per- 
sons, it is argued that increasing employ- 
ment opportunities for the handicapped 
benefits society through an increase in 
productive employment, an increase in 
tax receipts, and a reduction in welfare 
payments. Opposed to these benefits is 
one of the major reasons cited by many 
employers for not hiring the handicapped 
—the potential effect on workmen’s com- 
pensations costs.* 


* This study is based upon a typed report 
submitted to the Minnesota State Legislative In- 
terim Commission on the Employment of the 
Handicapped. The report was co-authored by 
Professor John G. Turnbull and is entitled, The 
Economic Effects of Workmen’s Compensation 
and Group Insurance Upon the Handicapped 
and Their Employers. The author is deeply in- 
debted to the members of the Interim Commis- 
sion for the opportunity of preparing the orig- 
inal report, the financial assistance which made 
it possible, and some of the ideas contained 
therein. The assistance of his co-author in pre- 
paring the original report is, of course, gratefully 
acknowledged. 

During the preparation of the original report, 
the author received valuable assistance from 
Robert E. Faricy, Chairman of the Industrial 
Commission of Minnesota; Andrew Kalmykow of 
the Association of Casualty and Surety Com- 
panies; Leland Hill and Jacob Schutzman of the 
New York Workmen’s Compensation Board; and 
Victor G. Lowe, General Manager of the Minne- 
sota Compensation Rating Bureau. Finally, the 
author spent a two-week AAUTI Fellowship with 
the Association of Casualty and Surety Com- 
panies, and the Association generously permitted 
him to use its library facilities both during and 
after regular hours. 

1See, for example, Employer Resistance to 
Hiring, Report by President’s Committee on Em- 
poet of the Physically Handicapped (March 
1, 1956), p. 3. 


The purpose of this article is (1) to 
determine whether the above objection 
is justified in light of the interpretation of 
the workmen’s compensation provisions 
defining the injuries and diseases covered 
and the benefits to be provided, (2) to 
analyze several methods that have been 
tried or suggested to reduce any unfavor- 
able employment impacts that may be 
discovered, and (3) to investigate the 
effect of workmen’s compensation insur- 
ance on the total problem.” 

Some areas of investigation which 
might be suggested by the title of this 
article but which are not included are 
the rehabilitation provisions of the work- 
men’s compensation laws and the effect 
of the “wage loss” concept upon malinger- 
ing.’ 

Workmen’s Compensation—Injuries 
and Diseases Covered and 
Benefits Provided 

The typical workmen’s compensation 

2 Several recent studies, notably “Second In- 
jury Funds: Standards and Patterns in State 
Legislation,” Bulletin 190, U.S. Department of 
Labor, Bureau of Labor Standards (1957); Par- 
tial Report Relating to Workmen’s Compensation 
by Senate Committee on Labor, Senate of the 
State of California (1955); and Morton Lane, 
“The Effect of the New York Workmen’s Com- 
pensation Law Upon the Employment of the 
Handicapped,” Rehabilitation Monograph XI 
(New York: The Institute of Physical Medicine 
and Rehabilitation, New York University - Belle- 
vue Medical Center, 1956), have covered much 
of the same ground. The contribution of this 
study is a concise coordination of existing studies, 
an up-dating of the factual information to mid- 


1958, and, it is hoped, some fresh insights, es- 
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law covers accidental injuries arising out 
of and in the course of employment.* In 
the absence of special statutory provisions 
dealing with previous impairments, the 
interpretations given to “accidental in- 
juries” and “arising out of employment” 
determine whether benefits will be pay- 
able to handicapped persons. 


Interpretation of Terms 

“By accident” usually means to the 
courts “an unlooked-for mishap or an 
untoward event which is not expected or 
designed.” 

“By injury” means that the cause must 
be of an accidental character or the effect 
must be the unexpected result of the 
routine performance of the claimant's 
duties. A substantial minority of the 
jurisdictions require that the claimants’ 
exertions be unusual or they make some 
other reservation before they will con- 
sider a collapse from heart weakness, 
back weakness, and the like to be acci- 
dental.® 

Injuries arising solely out of pre-exist- 
ing diseases or infirmities are not con- 
sidered to have arisen out of employment. 
On the other hand, if the employment 
aggravated, accelerated, or combined 
with the disease or infirmity to produce 
death or disability, the claim is compens- 
able.” 


* For a concise contemporary discussion of the 


whole field of workmen’s compensation, see H. 
M. Somers and A. R. Somers, Workmen’s Com- 
pensation (New York: John Wiley & Sons, Inc., 
1954 


). 

For detailed summaries of the various state 
laws, see “State Workmen’s Compensation 
Laws,” Bulletin 161 (rev.), U.S. Department of 
Labor, Bureau of Labor Standards, 1957; and 
Analysis of Workmen's Compensation Laws 
(Washington: Chamber of Commerce of the 
United States, 1958). 

For a useful digest, annotations, and the com- 
plete text of each law, see the pamphlet issued 
for each state by the Association of Casualty and 
Surety Companies. 

5 Arthur Larson, The Law of Workmen’s Com- 
pensation (New York: Matthew Bender & Co., 
1952), I, 511. 

6 Ibid., p. 516. 

1 [bid., pp. 170-171. 


The benefits awarded in such cases ure 
also relevant. In the absence of special 
apportionment provisions (to be ex- 
plained later) in the workmens compen- 
sation law, the employer is generally held 
liable for the entire disability or death 
resulting from compensable claiins involv- 
ing pre-existing impairments.® 

In addition to covering occupational 
injuries, the District of Columbia, Hawaii, 
Puerto Rico, and all states other than 
Mississippi, Montana,® and Wyoming 
provide compensation for occupational 
disease. Eighteen jurisdictions list the 
diseases which are covered, while the 
other jurisdictions cover all occupational 
diseases. 

Under general definitions of occupa- 
tional disease, it is important to distin- 
guish between those diseases common to 
mankind and employment generally and 
occupational diseases which are distinc- 
tively associated with the particular em- 
ployment.’ However, if the increased 
exposure occasioned by the employment 
combines with a pre-existing condition to 
bring on a disease, the disease is generally 
considered to be compensable; and the 
employer, in the absence of an apportion- 
ment provision, is responsible for the 
entire resulting disability or death." 

Over the years, the terms “by accident,” 
“by injury,” “arising out of employment,” 
and “occupational disease” have been 
subject to continued judicial expansion 
and liberalization.’? 


Adverse Effect upon Employment 
Opportunities 

What economic effects do these provi- 
sions and interpretations have upon the 
handicapped and their employers? 


5 Ibid., Il, 54. 


® Montana does provide special payments for 
silicosis. 

10 Larson, op. cit., I, 601. 

11 Tbid., p. 593. 


12 Somers and Somers, op. cit., pp. 48-54. 
Larson, op. cit., pp. 41-48, 604-613, and 
pages already cited. 
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(1) The handicapped have an excellent 
chance of collecting full compensation 
and medical benefits for the resulting 
disability of death if: 

(a) their handicap causes an indus- 

trial injury; 

(b) their handicap is aggravated by 
or aggravates an industrial in- 
jury or disease; or 
their handicap, although not ag- 
gravated by or aggravating the 
subsequent injury or disease, 
combines with the subsequent 
injury or disease to produce a 
disability that is greater than 
would otherwise be the case. 
Other things being equal, employers 
who believe that handicapped workers 
will suffer more frequent or more se- 
vere compensation losses because of 
their impairment are likely to be 
more selective in their hiring and re- 
tention practices. 

In short, the handicapped worker 
whose impairment in some way contri- 
butes to a compensation loss is not likely 
to have his benefit reduced because of his 
pre-existing condition. On the other hand, 
employment opportunities are likely to be 
restricted. 

Workmen’s compensation costs are not 
the only factor affecting the employment 
of the handicapped. In fact, some doubt 
has been shed recently upon the relative 
and absolute importance of this factor. 
For example, in a recent survey of a 
representative group of firms, workmen’s 
compensation costs represented only .7 
per cent of payroll, while paid sick leave 
costs alone were .6 per cent and the cost 
of life and accidental injury and sickness 
insurance were 2.2 per cent.’* Employ- 
ers, it would seem, have more reason to 
be concerned about the effect of the 
handicapped on the cost of these non- 
legally required fringe benefits; and sev- 
eral so testified at a recent state legisla- 
tive hearing.'* Other factors that may 
"18 Fringe Benefits, 1957 (Washington: United 
States Chamber of Commerce, 1958), p. 9. 

14 Minutes of Meetings of Minnesota State 


Legislative Interim Commission on Employment 
of the Handicapped, pp. 23-24, 31. 


(c) 


(2) 


be more important are employer misun- 
derstandings concerning the abilities of 
the handicapped, the physical hardships 
associated with some jobs, seniority rules, 
and the like."* Nevertheless, workmen’s 
compensations costs do pose a problem 
and provide a convenient reason for not 
hiring the handicapped. A solution should 
be found but the limitations of the solu- 
tion in improving employment opportuni- 
ties should be recognized. 

One way to combat the adverse effect 
of workmen’s compensation costs upon 
employment opportunities is to demon- 
strate that handicapped workers do not 
in fact cause more compensation losses. 
This thesis is neither accepted nor re- 
jected in this article, for this would 
require extensive empirical research. It 
should be noted, however, that several 
research studies have shown that persons 
with certain types of impairments when 
properly placed have an accident record 
that is equal to or better than that of the 
non-handicapped.'® 


Statutory and Administrative Solu- 
tions to the Employment 
Problem 


Several statutory and administrative so- 
lutions to the employment problem have 
been suggested and tried with varying 
degrees of acceptance and effectiveness. 
These solutions may be categorized as 
follows: (1) waiver and elective pro- 
visions; (2) apportionment provisions or 
administration; and (3) provisions estab- 
lishing second injury funds. 


Waiver and Elective Provisions 
One method which is seldom used to- 
day (although New Hampshire adopted 


15For a strong statement to this effect, see 
Ibid., pp. 35-38. 

16 The Physically Impaired Can Be Insured 
Without Penalty (New York: Association of 
Casualty and Surety Companies, no date). 

For a specific study, see “The Performance of 
Physically Impaired Workers in Manufacturing 
Industries,” Bulletin 923, U.S. Department of 
Labor, Bureau of Labor Standards (1953). 
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such a provision in 1957)!" is to permit 
a handicapped person to waive or limit 
his compensation in situations where his 
impairment is a contributing factor. Only 
seven jurisdictions?® currently have 
waiver provisions that are this broad, and 
in all but one of these jurisdictions,’® ap- 
proval of the regulatory commission is re- 
quired. Eighteen other jurisdictions * 
permit various types of waivers for per- 
sons with one or more of the following 
handicaps: occupational diseases, silico- 
sis, blindness, and epilepsy. 

The waiver approach shou'd improve 
employment opportunities, but it does not 
appear to the author to be very humane. 
In addition, a broad waiver provision is 
subject to abuse because some employ- 
ers may be tempted to ascertain all types 
of impairments among their employees. 
On the other hand, there is evidence in 
at least one state?! that narrow waiver 
provisions are seldom, if ever, applied. 
Consequently they cannot be very effec- 
tive. 

Waivers are also possible in effect 
under elective laws. Twelve states 2? with- 
out waiver provisions and 11 states 
with limited provisions have elective laws. 
Thus waivers by the handicapped may be 
more common than the above discussion 
indicates, but there is no evidence to sup- 
port or disprove this contention. In at 
least one state ** the evidence appears to 
be negative. 

17 A 1957 New Mexico law provided, among 
other things, for waivers with the approval of 


the Commission; but this law was declared un- 
constitutional on other grounds. 

18 Conn., Ill., Iowa, Me., Mass., Md., N.H. 

19 Md. 

20 Ark., Col., Ga., Ida., Ind., Kans., Minn., 
Nev., N.C., Ohio, Okla., S.C., S.D., Tenn., Tex., 
Va., Vt., Wis. 

21 Minnesota. See Williams and Turnbull, op. 
cit., p. I-73. 

22 Ala., Ariz., Ky., La., Mo., Mont., Neb., N. 
Mex., N.J., Ore., Pa., W.Va. 

8 Col., Ga., Ind., Kan., Nev., N.C., S.C., S.D., 
Tenn., Tex., Vt. 

Minnesota. Ibid., p. II-71. 


Apportionment Provisions or 
Administration 


A second approach is an apportionment 
provision which, in effect, usually makes 
the employer responsible only for the sub- 
sequent injury or disease. Twenty-six 
jurisdictions °° have statutory provisions 
that apply to occupational injuries while 
21 jurisdictions have provisions that 
apply to occupational diseases. 

The provisions applying to injuries vary 
a great deal from state to state.2" Their 
effect depends upon the statutory pro- 
vision and its interpretation. In general, 
however, these provisions do not affect 
the benefits payable unless the previous 
impairment produced some degree of 
disability (in the sense that earning 
power was affected) before the acci- 
dent.?8 

Thus, apportionment provisions cover 
some, but not all, of the impairments that 
might pose an obstacle to employment. 
Moreover, they solve the problem by 
placing the burden on the handicapped 
person. Although this approach may 
seem fair in its treatment of employers, 
it is incomplete and, in the eyes of many, 
not very humane. 

Some states which do not have appor- 
tionment provisions in their workmen’s 
compensation statutes accomplish the 


25 Ala., Ariz., Ark., Calif., Conn., Del., D.C., 
Fla., Ga., Ida., Ill., Ind., Kan., Md., Miss., Mont., 
Nev., N.Y., N.C., N.D., S.C., Tex., Va., Wash., 
W.YVa., Wis. 


6 Ariz., Ark., Col., Conn., Del., Fla., Ga., Ida., 
Ia., Kan., Ky., Me., Md., Mich., Minn., Neb., 
N. Mex., R.I., S.C., Tex., Utah. 


27 For example, in Arizona the percentage of 
disability for a subsequent injury is to be the 
percentage of the entire disability less the per- 
centage of previous disability as it existed prior 
to the injury. In Connecticut, if a pre-existing 
disease is aggravated, compensation is allowed 
only for such portions of the disability or death 
due to the aggravation of such disease as may be 
reasonably attributed to the injury. 


28 Larson, op. cit., pp. 54, 56, 58. “Partial Re- 
port . . . by Senate Committee on Labor,” op. 
cit., pp. 182-184. 
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same results through administration, at 
least with respect to some injuries.”® 

The apportionment provisions applying 
to occupational disease are more homo- 
geneous. Inasmuch as they specifically 
refer to the aggravation of any non-com- 
pensable disease, it is probably not neces- 
sary that the previous impairment be dis- 
abling; but information on this point is 
not readily available. 

Six states ® provide for apportionment 
of occupational disease costs among em- 
ployers when the disease is contracted un- 
der several employers. 


Second Injury Funds 


The approach which has received the 
most support is the second injury fund. 
This solution enables the employer to 
shift some of the financial burden to a 
state-administered fund when previous 
impairments contribute to a subsequent 
injury or disease. However, since the pur- 
pose of the fund is to encourage the em- 
ployment of the handicapped,*! the em- 
_ ployer is not to be relieved of any part 

of his obligation unless that handicap is 
likely to present an obstacle to employ- 
ment. The purpose is not to treat employ- 
ers more equitably or to increase benefits 
under the law, although the latter has 
often been an additional factor in states 
with apportionment provisions or admin- 
istration. In evaluating a specific fund, 
one must keep this narrow objective in 
mind. 

All but five of the 52 jurisdictions cov- 
ered in this report have second injury 
funds.*? Table 1 lists the jurisdictions 
® Kentucky, Minnesota, New Hampshire, 
Pennsylvania, South Dakota, and probably some 
others. See “Second Injury Funds,” op. cit., pp. 
26-27; “Partial Report . . . by Senate Committee 
on Labor, op. cit., p. 184 and Williams and 
Turnbull, op. cit., pp. I1( 65-70). 

% Calif., Conn., Mich., Minn., R.I., and Va. 

31 The New York Workmen’s Compensation 
Law, 15 (8) (a), specifically declares this to be 
the purpose of the liberal New York fund. 

32 Ga., La., Nev., N.M., and Va. 


TaBLe 1 


Srates WirH Seconp Insury Funps 
By Coverace Provisions! 


Limited Coverage: (38 jurisdictions) 
I Loss of use of a major member and loss of 
= of one eye followed by similar injury 


jurisdictions) 
Alabama Kansas Rhode Island 
Arizona Maine South Dakota 
Arkansas Maryland Tennessee 
Colorado Mass.? Texas 

icut Michigan Vermont 

Idaho Mississippi 
Illinois Montana 
Indiana n 
Iowa Pennsylvania 


II Combined disability must be total and per- 
manent disability (9 jurisdictions) 


Alaska Nebraska* Washington 

Delaware New Jersey‘ West Virginia 

District of | PuertoRico Wyoming‘ 
Columbia 


Miscellaneous limitations but broader than 
I or II (6 jurisdictions) 


III 


Kentucky* N.Carolina’?’ Oklahoma* 
New Hamp- N. Dakota’  S. Carolina’ 
shire * 
Broad Coverage: (9 jurisdictions) 
California Minnesota Ohio 
Florida Missouri Utah 
Hawaii New York Wisconsin 
1 No second-i jury funds in Georgia Louisiana, Nevada, 
New Mexico, and Virgi 
* More liberal provisions ) with t to disabled veterans. 
3 Prior disability does not include disease or pre-existing 
disease. In Kentucky, this exception does not yt = to dis- 


J law fi portant details. 
ew Jersey law for im 
must be loss of use 


loss of 
in 
sch 
7 More li provisions with respect to disabled veterans 
and employees with “$474 incurred in other employ- 
ments w 


"Brion injury mux ve been incurred in different em- 


with second-injury funds, each classified 
by type of coverage provision. Many rea- 
sons account for the variations among the 
states, including: (1) differences in the 
coverage and benefit provisions and their 
interpretation; and (2) differences in 
opinion concerning the proper scope of 
the fund, administrative difficulties, and 
the proper source of income for the fund. 

The discussion of second injury funds 
will be divided into three parts: (1) a 
brief description of the coverage provided 
by current funds, (2) an analysis of some 
important issues associated with the 
funds, and (3) a concluding aote on two 
general considerations. 
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Second Injury Funds 

Brief Description of Current Funds 

Current second injury funds may be 
classified as (a) limited-coverage or (b) 
broad-coverage funds. In general, the 
broad-coverage fund classification is used 
unless the prior impairment is limited as 
to type or cause or unless the combined 
effect of the impairment and the second 
injury must result in permanent total dis- 
ability. 


Limited-Coverage Funds 

The 38 jurisdictions with limited-cover- 
age funds will be discussed first. Almost 
one-half of the jurisdictions with either a 
limited- or broad-coverage second injury 
fund provide second injury relief only 
when the prior impairment is the loss of 
use of a hand, arm, foot, leg, or eye and 
the second injury also causes the loss of 
use of a hand, arm, foot, leg, or eye, re- 
sulting generally in permanent total dis- 
ability. The employer is responsible for 
the second injury alone, while the fund 
generally pays the remainder of the com- 
pensation (not medical benefits) for per- 
manent and total disability (not death) .** 

Nine jurisdictions have funds covering 
second injuries which by themselves 
would cause only permanent partial dis- 
ability but which combined with any 
previous disability cause permanent total 
disability. These laws are broader than the 
hand-arm-foot-leg-eye laws, but few (less 
than 4%» per cent) compensation cases in- 
volve total and permanent disability.** 

The remaining limited-coverage laws 
are broader than those discussed but still 
contain limitations imposed on the prior 
injury. Further discussion of these laws 
is omitted because of space limitations. 


33 These laws vary somewhat in detail, but the 
above statement is typical. 

34 Minnesota had a fund of this type prior to 
1957. During the peak year, 1957-58, only 25 
recipients under the pre-1957 law received bene- 
fits; moreover, those benefits totaled less than 
$34,000. Accrued liability was about $200,000. 


Broad-Coverage Funds 

Nine jurisdictions have second injury 
funds which are considered to provide 
“broad” coverage. These funds, however, 
vary significantly in degree as illustrated 
by the following brief descriptions: 

(1) California: This law provides sec- 
ond injury fund relief if the second injury 
by itself produces permanent partial dis- 
ability equal to at least 40 per cent of 
total and if the combination of the subse- 
quent disability and the prior disability is 
both 70 per cent or more of total and 
greater than that resulting from the sec- 
ond injury alone. If the previous disa- 
bility arose out of the loss of use of a 
hand, arm, foot, leg, or eye, instead of the 
40 per cent requirement, it is sufficient if 
the subsequent injury affects the opposite 
and corresponding member. 

The employer is responsible only for 
that portion of the disability caused by 
the subsequent injury alone. The fund 
pays compensation and medical expenses 
for the remainder of the combined dis- 
ability less deductions for payments from 
certain other sources.** 

(2) Wisconsin: Wisconsin, which in 
1933 was the first state to enact a broad- 
coverage fund, has one of the least liberal 
of such funds today. Both the prior (if it 
occurred in a work accident) and the 
subsequent disability must separately en- 
title the injured worker to 250 weeks of 
compensation less 2% per cent for each 

35 The 40 per cent disability limitation and an 
increase in the deductions for payments from 
outside sources were added on a _ temporary 
basis by the 1955 Legislature and were added 
for another two years by the 1957 Legislature. 
These amendments followed an extensive investi- 
gation by the California Senate Committee on 
Labor in 1955 which observed that “the pro- 
vision now unrestricted as to threshold require- 
ments extends the liability of the State of Cali- 
fornia into the realm of absurdity.” The 
Committee in fact recommended limiting the 
previous disability to the loss of use of a hand, 
arm, foot, leg, or eye. Second Partial Report Re- 
lating to Workmen’s Compensation by Senate 


Committee on Labor, Senate of the State of 
California (1955), pp. 8-9. 
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year of age above 50. If the combined 
injuries result in permanent total disa- 
bility, the liability between the employer 
and the fund is apportioned as in Cali- 
fornia. If not, the employer pays compen- 
sation for the greater of the two disabili- 
ties, after which the fund pays compensa- 
tion for the lesser of the two. 

(3) Hawaii, Missouri, and Utah: These 
jurisdictions have second injury funds 
which provide roughly the same relief as 
does the Wisconsin fund. The fund pays 
compensation for the additional disability 
caused by the previous disability when a 
claimant receives an injury which by itself 
would cause only permanent partial dis- 
ability but which, when combined with a 
previous disability, results in an increase 
in permanent partial disability or in per- 
manent total disability. In other words, 
this type of fund resembles the second 
type of limited-coverage fund discussed 
in the previous section except for the 
important proviso that permanent total 
disability is not required. 

(4) Florida, Minnesota, and New York: 
These states have the broadest second in- 
jury funds in the nation. New York has 
had over a decade of experience with its 
fund, and the Florida and Minnesota 
funds are patterned after the New York 
plan. 

Under the New York law, the previous 
impairment may be any impairment that 
is likely to be a hindrance or obstacle to 
employment. The subsequent injury may 
be any occupational injury or disease 
which results in permanent disability 
caused by both conditions that is materi- 
ally and substantially greater than would 
have resulted from the subsequent injury 
or occupational disease alone. Relief is 
also provided in cases where the claim- 
ant suffers a death or disability which 
would not have occurred except for the 
pre-existing impairment.** 
~ 86 The law also provides some relief when the 


loss of a hand, arm, foot, leg, or eye is followed 
by the loss of another such member or organ, 


The employer is responsible for all 
benefits prescribed by the workmen’s 
compensation act but is entitled to reim- 
bursement for all compensation and medi- 
cal benefits after 104 weeks. Reimburse- 
ment is provided for death benefits as 
well as disability benefits, but separate 
104-week waiting periods apply to each 
type of benefit. It has also been estab- 
lished that 104 weeks of “financial dis- 
ability” is necessary for disability benefit 
reimbursement and 104 weeks of “medical 
disability” for medical expense benefit re- 
imbursement.** 


The New York law places a consider- 
able degree of responsibility upon the ad- 
ministering body. The New York Work- 
men’s Compensation Board and the courts 
were originally very strict in their inter- 
pretation of the law, but a review of deci- 
sions reflects a gradual liberalization in 
these interpretations by the Board and 
the courts.** Perhaps the most important 
interpretation made by the Board and the 
courts is that the employer must know 
of the previous impairment on the ground 
that otherwise the impairment would not 
be an obstacle to employment.*® Here, 


resulting in permanent total disability. This pro- 
vision, which was in the old New York law, is 
relied upon only when the claimant cannot 
qualify under the more general provisions. It is 
rarely used. 

37 See Hastings v. Hugh T. Beckwith, 4 A.D. 
2d. 714 reversing Mastrodonato v. Pfaudler Co., 
307 N.Y. 592. 

38 For example, compare the finding in Bello- 
spirito v. Smith, 285 App. Div. 912 (1955) with 
that in Davis v. Concourse Gardens, Inc., A.D. 
2d (1958). In the first, traumatic arthritis was 
found not to constitute a hindrance to employ- 
ment when it did not prevent the claimant from 
doing his regular work. In the second case in- 
volving a restaurant worker with a limp, the 
court declared that “the question is not whether 
the impairment is one which would prevent the 
claimant from doing his work in a normal and 
acceptable manner but whether the impairment 
is one which is likely to be an adverse factor in 
the claimant’s being employed or being retained 
in employment.” 

3° See, for example, Zyla v. Julliard & Co., 
Inc., 277 App. Div. 604 and Greener v. Van 
Buren Products, Inc., 273 App. Div. 931. 
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too, however, there is some evidence of 
gradual liberalization.” 

The disbursements of the New York 
fund in the fiscal year ending March 31, 
1952, were about $540,000. During fiscal 
year 1955-56, they were about $1,700,000 
and in 1958 were running about $2,500,000 
a year.*! These data illustrate the scope 
of the fund ¢? and the rate of growth. 

Florida, which previously had no sec- 
ond injury fund, enacted its broad cover- 
age law in 1955. The major difference 
between the New York law and the 
Florida law is that under the latter the 
employer is responsible for all benefits 
which would be allowed for the subse- 
quent injury or occupational disease 
alone. In other words, the reimbursement 
principle and the 104-week waiting period 
are not present in the Florida law. 

Minnesota, which had a limited-cover- 
age fund prior to 1957, enacted a New 
York type law in that year. The Minnesota 
second-injury fund resembles the New 
York fund except that: 

An employer in nearly all instances must in 

effect give examinations to and register 

with the Industrial Commission those of 
his employees with impairments; ** 

Temporary disability benefits are specifi- 

cally covered; 

Medical expense benefits and occupational 

disease are not specifically covered; and 

The waiting period is 104 weeks or the 

permanent partial disability schedule 

* See, for example, Dubrow v. 40 West 33rd 
St. Realty Corp., A.D. 2d (1958), in which the 
Court held that the employer need not have 
medical evidence as to the permanence of the 
impairment. 

“1 Data for 1952 and 1955 are taken from 
Summary of Board Activities, State of New York 
Workmen’s Compensation Board, Annual. Data 
for 1958 are from “Practical Aspects of Section 
15-8,” Address by H. Dudley Bieraut (of Alco 
Products, Inc.) at the Workmen’s Compensation 
comet Institute, Buffalo, New York, June 4, 

42 Actually they underestimate the scope. See 
later discussion of funding. 

*8 This provision is apparently taken from the 


United States Department of Labor Model Law 
provisions on second injury funds. 


award for the second injury alone, which- 

ever is greater.*4 

(5) Ohio: Ohio introduced a new type 
of second injury fund in 1955. The major 
difference between this fund and the New 
York fund is that the impairment under 
the Ohio fund must be one of several 
listed conditions or diseases including epi- 
lepsy, diabetes, amputated foot, leg, arm 
or hand, and cardiac disease. Because 
the impairment is limited as to type, the 
Ohio fund is not truly a broad fund; but 
the list of impairments is so extensive and 
the other features of the law so liberal 
that it seems incorrect to classify it other- 
wise. Another departure from the New 
York law is that the employer is encour- 
aged to give notice to the Industrial Com- 
mission that he has a handicapped person 
in his employ; but if such notice is not 
given, the Commission may still make the 
necessary apportionment of liabilities if 
the failure to notify them does not make 
such a determination impossible. A final 
important difference is that the fund pays 
the entire death and disability benefit 
when the subsequent injury, or disease, or 
death would not have occurred except for 
the pre-existing impairment.** 


Some Important Issues 

The preceding sections have provided a 
factual description of the curren‘ status 
of second injury funds. In this section 
some of the important issues that have 
arisen in connection with second injury 
funds are analyzed. 

Broad Coverage versus Limited Cover- 
age— The most basic policy question 
which must be answered before establish- 
ing a second injury fund is whether the 
fund should be a broad-coverage fund or 
a limited-coverage fund. A broad-cover- 
age fund is generally presumed to im- 


** The method of financing also differs. See 


Table 2. 

“5 Ohio also has special provisions applying 
to disabled veterans and hand-arm-foot-leg-eye 
cases. 
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prove employment opportunities for the 
handicapped more than a limited-cover- 
age fund, but this presumption has never 
been tested. One school of thought main- 
tains that the presumption is incorrect 
because the employer does not have as 
clear an understanding of the advantages 
accruing to him under a broad-coverage 
fund. Consequently, his reaction may be 
even less favorable than under a limited- 
coverage fund which covers all impair- 
ments generally agreed to constitute im- 
pairments to employment.** 

Broad-coverage funds are much more 
difficult to administer than limited-cover- 
age funds and result in more extensive 
litigation. Whether these extra adminis- 
trative problems are justified by improved 
employment opportunities for the handi- 
capped is not clear because of a general 
lack of information on the effectiveness of 
second injury funds. Even if such in- 
formation were available, however, differ- 
ent interpretations of the data could be 
expected. 

The Ohio approach has attracted much 
attention as a method of providing broad 
coverage while reducing administrative 
difficulties. Critics maintain that sizeable 
administrative difficulties still remain as 
long as previous impairments may include 
such conditions as heart disease. They 
also point out the problems associated 
with preparing a fair and complete list of 
covered impairments. An alternative ap- 
proach might be to cover all impairments 
except those listed. 

Extent of Disability Requirements — 
Under broad-coverage funds, it has 
proved necessary ta place some restric- 
tions on the extent of the previous im- 
pairment and of the subsequent injury or 
disease before second injury fund relief 
becomes available. Otherwise, the admin- 

“6 For a development of this philosophy, see 
Andrew Kalmykow, “Second Injury Fund Laws 
—tThe Physician Plays the Major Role in this 


Vital Problem,” Compensation Medicine (May, 
1946), pp. 3-8. 


istrative problems and the cost of the 
fund increase greatly.** 

Only California and Wisconsin place 
important restrictions on the extent of the 
second injury or disease itself. The re- 
maining states are concerned primarily 
about whether the combined effects of 
the previous impairment and the subse- 
quent injury or disease are substantially 
greater than that of the subsequent injury 
or disease alone. 

On the other hand, the previous impair- 
ment has been subject to some important 
restrictions, the most debatable ones be- 
ing the requirement that the employer 
have previous knowledge cf the impair- 
ment and the pre-registration require- 
ment. The knowledge requirement has 
been supported on the ground that if 
the handicap is an obstacle to employ- 
ment, the employer should be aware of it 
prior to the subsequent injury or disease. 
Opponents argue that this requirement 
draws more attention to the handicapped 
as a special class, results in tightened 
hiring and retention policies, and in- 
creases the amount of litigation in second 
injury fund cases. Unfortunately no data 
are available to support or refute these 
contentions. There is also the policy ques- 
tion of whether the fund should favor 
employers who do inquire into employee 
handicaps. 

The pre-registration requirement is an 
attempt to make certain that the employer 
did know of the handicap prior to the 
injury or disease and to reduce (but not 
eliminate) litigation on this point. This 
purpose is laudable. In spite of its worthy 
purpose, the pre-registration requirement 
has several drawbacks. 


First, many employers have expressed 


47 The International Association of Industrial 


Accident Boards and Commissions recommended 
recently that the prior condition not be limited 
as to type or cause but recognized that the extent 
of the previous impairment and the subsequent 
disability might propezly be restricted. The 
IAIABC, however, vpposed knowledge and pre- 
registration requirements. 
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opposition to this requirement because of 
the red tape and expense involved in 
certifying every handicapped person prior 
to the injury. Without the pre-registration 
requirement it would be necessary to de- 
velop supporting information only for 
those who suffered a subsequent injury or 
disease. 

Second, the pre-registration require- 
ment, in addition to creating extra effort 
for the employer, may cause the employer 
to think more about handicaps than he 
did previously. For example, when first 
introduced, this requirement can be ex- 
pected to lead to certifying persons who 
are not truly handicapped but who are 
certified in order to eliminate any doubts 
about their status. This effect should 
gradually diminish as knowledge of the 
fund’s purpose and operations become 
more widespread, but it will probably 
never disappear. 

Third, if certification becomes wide- 
spread, claims against the fund may actu- 
ally be greater with than without the pre- 
registration requirement because anyone 
who has taken the trouble to certify an 
employee is likely to press a claim regard- 
ing that employee. This condition would 
not prevail if certification were limited to 
clear-cut cases in which it would be easy 
to prove knowledge at a later date. 

Finally, a certified person may suffer 
adverse psychological or employment 
effects because of the prominence at- 
tached to his handicap. The Ohio pre- 
registration requirement with its “escape” 
clause has been suggested as a compro- 
mise solution. 

Benefit Types and Amounts—Benefits 
may vary among the funds both as to type 
and amount. Most second injury funds 
provide benefits only with respect to 
financial disability. Medical expenses and 
death benefits are not included. On the 
other hand, there is a trend toward in- 
cluding these additional benefits. 


Generally the fund is responsible for 


the benefits payable for the combined 
effects of the prior impairment and the 
subsequent injury or disease, less the 
benefits payable for the subsequent in- 
jury or disease alone. In order to avoid 
administrative probiems posed by this 
type of apportionment, a more recent ap- 
proach is to make the fund responsible for 
all payments after the first 104 weeks. In 
a few cases, if the subsequent injury, dis- 
ease, or death would not have occurred 
except for the previous impairment, the 
fund is responsible for all the benefits on 
the ground that no disability compensa- 
tion, medical benefits, or death benefits 
would otherwise be payable. 


The trend then is toward increasing 
the types and amounts of benefits pro- 
vided under the act. Presumably this in- 
creases employment opportunities for the 
handicapped, but the actual effect is not 
known. It clearly increases the financial 
operations of the funds. 


‘Source and Method of Financing—Two 
basic issues arise in connection with 
financing the fund. The first is a policy 
question: Who should bear the cost of 
the fund? Should employers bear the 
cost on the ground that workmen’s com- 
pensation creates the problem and work- 
men’s compensation costs should include 
the cost of solving the problem? At the 
other extreme it can be argued that im- 
pediments to the employment of the 
handicapped constitute a welfare prob- 
lem, society benefits from the solution of 
this problem, and the funds should be 
supported by the public through general 
tax revenues. One compromise suggestion 
is that employers be responsible for pay- 
ments by the fund only when the previous 
impairment is job-connected because 
these are the only handicaps for which 
employers should be responsible. Other 
payments would be supported out of pub- 
lic monies. Another compromise sugges- 
tion is that employers be responsible only 
for hand-arm-foot-leg-eye cases since this 
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will remove one of the stumbling blocks 
to broadening coverage under the fund.** 
The choice is not obvious and is compli- 
cated by operational considerations. For 
example, one may believe that at least 
some public monies should be committed 
to the fund but fear that reliance upon the 
legislature for appropriations is neither 
certain nor efficient. The choice that has 
been made is clear. Except in California 
and Pennsylvania, the second injury funds 
are financed by employer payments #°— 
not legislative appropriations. 

The second basic issue is the method of 
financing. Table 2 classifies the second 


TABLE 2 


Seconp Insury Funp Srares 
AccorpING To METHOD OF FINANCING AND 
Broap or Limtrep CovERAGE 


Limited Coverage States: 

1. No-dependency death payments 
Arizona Maine 8. Carolina 
Arkansas Mass.*4 Texas 
Colorado Michigan * Vermont 


District of Montana Wyoming? 
Columbia? Nebraska 
Kansas * 
2. Payments in all death cases 
Alabama Iowa Mississippi * 


3. Per cent of compensation in permanent par- 
tial disability cases 
Alaska * Idaho 

4. Payments in all death cases plus pa: 
in certain or all dismemberment and loss of 


sight cases 
Illinois New Hamp- Tennessee 
Maryland shire 
N. Carolina ** 
5. Per cent of compensation for permanent 
disability cases 
Oklahoma’? 


6. Per cent of payments made under work- 
men’s compensation act during p 
year 
Connecticut Indiana?* New Jersey 


_7. Per cent of premiums received and self in- 
surer hypothetical premiums during pre- 
ceding year 
Delaware Kentucky 

8 N ndency death payments plus 
cent compensation paid in 
year 


South Dakota 


48 “Second Injury Funds,” op. cit., p. 25. 
*° And employee payments in Oklahoma. 


9. No-dependency death payments 5 all per 
cent of premiums received and self. 
hypothetical premiums during preceding 
year 
Rhode Island * 

10. Legislative appropriation 
Pennsylvania 

11. Special reserve in State Fund 
N. Dakota Puerto Rico? West Virginia 
Oregon Washington 


Broad Coverage States: 
1. No-dependency death cases 
Hawaii Utah 


2. No-dependency death payments plus per 
cent of total com — paid in perma- 
nent partial disability cases 
Minnesota 

3. Payment in every case of loss of use of 
hand, arm, foot, leg, or eye 
Wisconsin 

4. Per cent of premium collected and hypo- 
thetical premiums of self-insurer during pre- 
ceding year 


Florida 
5. Per cent of tax on insurance premiums 
Missouri ? 


6. Annual assessment varying with disburse- 
ments of fund 


New York? 
7. Legislative appropriation 
California 
8. Reserve in State Fund 
Ohio 
1 to Sta’ 
ba Payments made from fund for purposes other than 
injuries. 
3 Original tion of $50,000. 
4 Plus for schedule 
injury if employee dies with no surviving kin 
Amount in no-dependenc y cases. 


*See the law for details. 


injury fund states according to the 
method of financing and whether the fund 
provides broad or limited coverage. In 
addition to emphasizing the variety of 
methods used, the table indicates some 
slight relationship between the broadness 
of the fund and the method of financing. 
For example, the states with the broadest 
funds tend to levy assessments on the 
premiums received, including self-insurer 
hypothetical premiums, or the benefits 
paid during the preceding year, whereas 
the states with the narrowest funds tend 
to require employers to pay a specified 
amount to the fund in death cases when 


f 
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there are no dependents. The first has the 
advantage that employers contribute in 
proportion to their workmen’s compensa- 
tion costs. In addition, if the assessment 
is related to the expected fund disburse- 
ments as it is in New York, it should pro- 
duce adequate income to meet current 
disbursements. The latter and far more 
common method has been supported on 
the grounds that it is relatively painless 
and equitable because otherwise the em- 
ployer would have a windfall profit. On 
the other hand, this method does not 
produce much income unless the required 
payment is large. In addition, unless the 
amount is changed from time to time, 
the income may bear no relationship to 
the disbursements of the fund. 


Funding — Second injury fund activity 
is generally reported in terms of current 
income and current disbursements. In- 
formation is available in some states con- 
cerning the accrued liability, but all funds 
are apparently conducted on a “pay as 
you go basis” with some slight allowance 
for contingencies. This method of report- 
ing and funding has several consequences. 


First, the activity of the fund is much 
greater than the reported disbursements 
indicate. Incurred losses are much greater 
than losses paid. Second, because the dis- 
bursements on new claims must be added 
to the disbursements on continuing 
claims, the disbursements under the fund 
will increase for many years even if the 
number of new cases each year does not 
change. Third, if income is to be related 
to disbursements, the amount provided by 
employers or the public must show a cor- 
responding increase each year.®® Fourth, 
if insurers are permitted to reduce their 


5° H. Dudley Bieraut, an employer representa- 
tive, has expressed concern about this method of 
accounting in the New York fund in “Practical 
Aspects of Section 15-8,” op. cit. He notes that 
assessments under the law have increased from 
.2 per cent of compensation payments in 1948 
to 2.8 per cent in 1958. In 10 years he expects 
the assessment to be 5 per cent. 


claim reserves by the relief to be provided 
by the second injury fund, current work- 
men’s compensation insurance rates can 
be reduced. In other words part of the 
workmen’s compensation obligation is be- 
ing deferred. This phase of second injury 
fund operations merits further investiga- 
tion. 

Subrogation Rights—Subrogation rights 
in cases where the injury is caused by a 
third party are another source of income 
for the fund, but few states specifically 
grant these rights to the fund. In the ex- 
clusive state-fund states, subrogation 
rights probably exist through the state 
fund; but among the other states only the 
statutes of Iowa, Michigan, Missouri, and 
possibly Arizona mention subrogation. 
The importance of a specific provision is 
illustrated in a recent Minnesota case 
(Orth v. State Treasurer, Custodian of 
Special Compensation Fund, Minnesota 
Supreme Court, 1958) in which the pre- 
1957 second injury fund was denied sub- 
rogation rights because there was no spe- 
cific statutory authorization. 

The New York statute does not provide 
subrogation rights, but the Board believes 
that insureds are entitled to reimburse- 
ment only for “out of pocket” costs.®! 
Since the insurer has subrogation rights, 
so in effect does the fund under this rea- 
soning. The same principle apparently 
would apply to all reimbursement-type 
funds. 


General Considerations 


Before the discussion of second injury 
funds is concluded, two general consi- 
derations affecting second injury funds 
should be noted. These are discussed be- 
low. 

Liberal Interpretations of Workmen's 
Compensations Acts—Many authors have 
commented recently on the possibly too- 
liberal interpretations of workmen’s com- 
pensation acts as they affect persons with 
~ 81 Referee Bulletin No. 5, State of New York 
Workmens’ Compensation Board ( May 20, 1958). 
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previous impairments. Heart disease has 
received special attention in these com- 
ments.5? It is not the purpose of this 
article to pass on this phase of the gen- 
eral workmen’s compensation problem, 
but it should be noted that the operations 
of broad coverage funds may be increased 
as a result of these interpretations. More- 
over, because under present financing 
methods the second injury fund is almost 
without exception financed by the em- 
ployers, industry as a whole would not 
avoid these costs because of the existence 
of the fund. 


The Employer Paradox—Industry faces 
a paradox under broad-coverage second 
injury funds. The broad coverage makes 
it possible for firms to transfer more of 
their individual liability to the fund, but 
extensive utilization of the fund increases 
its magnitude and strengthens the case for 
an exclusive state fund to which employ- 
ers generally are opposed. Whether this 
threat would keep utilization of the fund 
within bounds is debatable because over- 
utilization by a few employers seeking a 
competitive advantage would probably 
cause others to follow their lead. 


Workmen’s Compensation Insurance 
Pricing Methods 
The discussion now turns to workmen’s 
compensation insurance pricing methods. 
These methods are important because 
most employers are insured by stock in- 
surers, mutual insurers, reciprocal ex- 
changes, or Lloyd’s associations. For ex- 
ample, in one state, Minnesota, 100 large 
employers are self-insurers while over 
60,000 employers are insured. Because 
the workmen’s compensation costs of self- 
insurers are directly related to their loss 
52For example, see Appendix A of Costs, 
Operations, and Procedures Under the New York 
Workmen’s Compensation Law of the State of 
New York, Report to Honorable Averell Harri- 
man, Governor of the State of New York, by 
Joseph M. Callahan as Commissioner under Sec- 


tion 6 of the Executive Law (January 28, 1957). 
Also see Lane, op. cit., pp. 48-50. 


experience, self-insurers have reason to 
be concerned about the effect of hiring 
the handicapped on their workmen’s com- 
pensation costs if they believe (mistak- 
enly or not) that this increases their 
losses. They also benefit from the exten- 
sion of the scope of the second injury 
funds. The purpose of this section is to 
determine whether insurance pricing 
methods modify these effects. The per 
cent of employers quoted as being rated 
by each method apply to Minnesota, a 
fairly typical state.** 

About 90 per cent of the insured firms, 
paying about one-quarter of the earned 
premiums, are class rated. The employ- 
ment of a handicapped worker, regardless 
of whether this increases losses, cannot 
possibly affect the relative premiums paid 
by insureds in the same class but it may 
increase very slightly the premiums paid 
by the class.5* Similarly class-rated in- 
sureds receive no direct benefit from the 
second injury fund. 

The remaining insured employers, all 
of whom pay approximately $500 or more 
in premiums, are eligible for and must be 
experience rated. The individual insured’s 
loss frequency affects the experience pre- 
mium, but credibility factors temper the 
effect considerably. Loss severity is far 
less important primarily because claims 
are split into primary and excess portions 
and, except for self-rated insureds (less 
than % per cent of the experience-rated 


53 The percentages are based upon data con- 
tained in Circular Letter No. 591 Re: Minnesota 
Workmen’s Compensation Insurance by Size of 
Risk—Policy Year November 1, 1952 through 
October 31, 1953, Minnesota Compensation Rat- 
ing Bureau (January 10, 1956). 

In most states, if one insurer refuses to in- 
sure an employer because he employed a handi- 
capped person, this does not mean a higher pre- 
mium (except perhaps because of dividends) for 
that employer, because all insurers, including the 
assigned risk pool, must use the same rates. 
However, if an insurer did refuse to write a 
policy for this reason, it might be easier for the 
employer not to handle the handicapped. The 
author has no evidence to indicate that any in- 
surer has taken such an underwriting position. 
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insureds ), less credibility is assigned to 
the excess indications than the primary 
indications. For 90 per cent of the ex- 
perience-rated insureds, paying more than 
50 per cent of the experience-rated pre- 
mium, the credibility assigned to the ex- 
cess experience is zero. Thus, for most 
experience-rated insureds the effect of 
hiring the handicapped upon their work- 
men’s compensation costs is negligible if 
the handicaps result in more severe losses. 
If the handicaps result in more frequent 
losses, the effect is still small for many 
experience-rated insureds. Because sec- 
ond injury funds generally limit the 
amount of the loss to be borne by the 
employer, these funds provide little re- 
lief to most experience-rated insureds 
whose severe losses have already been 
discounted through experience rating. 

Insureds who are eligible for and elect 
retrospective rating constitute about one 
per cent of the insureds and pay about 
10-15 per cent of the premiums earned. 
Most, if not all of these insureds, are ex- 
perience rated first. Except for the maxi- 
mum premium feature and an elective 
accident limitation, the premiums paid 
by retrospectively-rated insureds tend to 
vary directly with their loss experience. 
Consequently, hiring the handicapped 
and using second injury funds have essen- 
tially the same effects upon retrospec- 
tively-rated insureds as upon self-insurers. 

Dividends paid by participating insur- 
ers sometimes vary directly with the loss 
experience of the individual insured. For 
example, in 1958 about half of the partici- 
pating insurers in Minnesota varied divi- 
dends among large premium insureds ac- 
cording to individual loss experience. 
Dividend formulas of this type may in- 
crease concern over the hiring of the 
handicapped, but the effect is probably 
slight. 

In summary, insurance pricing methods 
make it possible for most insureds to hire 
handicapped persons without worrying 


about significant adverse effects on their 
workmen’s compensation costs except as 
this affects the over-all rate level. Only 
retrospectively-rated insureds and large- 
premium experience-rated insureds have 
reason to be greatly concerned about their 
own individual loss experience. Similarly, 
second injury funds benefit individually 
only the retrospectively-rated insureds 
and large-premium, experience-rated in- 
sureds. 

Because relatively few insureds benefit 
individually from second injury funds, 
self-insurers as a group have a greater 
incentive than insured employers to seek 
second injury fund relief. Therefore, any 
requirements that must be met by the 
employer himself such as pre-registration 
or proof of prior knowledge are likely to 
result in relatively more second-injury 
payments being made to self-insurers. 
Some persons have suggested that for this 
reason separate accounts should be es- 
tablished for insurers and self-insurers. 


Some other Suggestions 


Waivers, apportionment rules, and pub- 
lic second injury funds are not the only 
approaches that have been suggested to 
solve the financial problems associated 
with hiring the handicapped. Examples 
of other suggestions are the following: ** 
(1) a private second injury fund admin- 
istered by insurers and self-insurers; (2) 
a separate non-profit corporation which 
would act as the employer of handicap- 
ped persons unable to secure employ- 
ment; (3) identification of handicapped 
employees by the employer who could 
then insure them in the assigned risk pool 
at standard rates; (4) a separate public 
agency, supported by public funds which 
would register handicapped persons, 
place them in employment, and pay part 
or all of their workmen’s compensation 
losses; and (5) a tax credit for hiring the 
handicapped. Space limitations do not 
~ 58 For more details, see Williams and Turnbull, 
op. cit., pp. II (49-52). 
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permit a detailed analysis of each of these 
proposals but in each case policy ques- 
tions or administrative problems appear 
to make them less effective or workable 
than public second injury funds. How- 
ever, further investigation of these pro- 
posals and others should prove fruitful 
because public second injury funds, al- 
though highly useful, are not an ideal 
solution. 
Conclusions 

Six major conclusions arise out of this 
study: 

(1) The handicapped worker has an 
excellent chance of collecting full work- 
men’s compensation benefits even if his 
impairment contributes to the medical ex- 
penses, disability, or death resulting from 
a subsequent injury or disease. As a re- 
sult, employers often cite increased work- 
men’s compensation costs as a primary 
reason for not hiring the handicapped. 

(2) Workmen’s compensation insurance 
pricing methods eliminate the factor of 
increased workmen's compensation costs 
for most employers although the premi- 
ums paid by large employers are affected 
by their individual loss experience. There- 
fore, the workmen’s compensation prob- 
lem is apparently less important than 
generally believed; but it is a problem. 

(3) Increased workmen’s compensation 
costs are probably not as important an 
obstacle to employment of the handicap- 
ped as the possible increased cost of other 
fringe benefits, seniority rules, misin- 
formation concerning the abilities of the 
handicapped, and the like. Therefore, any 
solution of the workmen’s compensation 
phase of the problem will not in itself im- 


prove significantly the employment of the 
handicapped. The solution may be neces- 
sary, but it is not sufficient. 

(4) Public second injury funds are the 
most promising current solution to the 
employment problem created by work- 
men’s compensation. These funds neces- 
sarily represent a compromise between 
such competing objectives as assuming 
any increased costs (real or imagined) 
associated with employing the handicap- 
ped, ease of administration, reduction in 
litigation, and reasonable cost. The com- 
promise that finally results depends to a 
large extent upon value judgments. Im- 
portant policy decisions must be made 
with respect to the previous impairments 
covered, the types of benefits to be pro- 
vided, apportionment of liability between 
the employer and the fund, the source 
and method of financing, funding, and 
subrogation rights.*® 

(5) Insured firms as a group are less 
likely to benefit from second injury funds 
than self-insurers because many insured 
firms lack the incentive to overcome col- 
lection barriers. Further research is 
needed on this point. 

(6) Education concerning the prone- 
ness of the handicapped to workmen’s 
compensation losses; pricing methods 
used by insurers; and the nature, purpose, 
and limitations of second injury funds is 
essential. Much has already been done 
along these lines, but much more remains 
to be done. 


56 Another conclusion with respect to second 
injury legislation is that more standardization in 
vocabulary is needed. “Disability” and “com- 
pensation” have proved particularly trouble- 
some. 
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INTERNATIONAL COMPULSORY AUTOMOBILE 
INSURANCE 


Victor GERDES 


New York University 


The recent Recommendation of the 
Consultative Assembly’ of the Council 
of Europe? with respect to compulsory 
automobile insurance is highly significant 
in that a move toward a system of com- 
pulsory coverage among nations has been 
given strong support. The final draft of 
the “Convention” on compulsory insurance 
against civil liability in respect of motor 
vehicles is being submitted to the 15 mem- 
ber governments for signature. This paper 
covers the background and provisions of 
the Convention and some of the implica- 
tions of the Consultative Assembly's ac- 
tion in this matter. 


1 The Consultative Assembly is the deliberative 
organ of the Council of Europe. It extends the 
idea of parliamentary activity to a unified inter- 
national body dedicated to the pursuit of the 
ideal of European unity. An excellent treatment 
of the structure, functions, and achievements of 
the Council! is found in Robertson, A. H., The 
Council of Europe (London, 1956). 

? The Council of Europe is an organization de- 
signed to bring European States into closer asso- 
ciation. Membership originally included the fol- 
lowing nations: Belgium, Denmark, France, 
Ireland, Italy, Luxembourg, Netherlands, Norway, 
Sweden, and the United Kingdom. Members 
admitted subsequently were Austria, Greece, 
Turkey, Iceland, and the Federal Republic of 
Germany (Western Germany). The Council con- 
sists of a Committee of Ministers composed of 
representatives of Governments and of a Con- 
sultative Assembly. Its aim is to achieve a greater 
unity between its members for the purpose of 
safeguarding and realizing the ideals and princi- 
ples which are their common heritage and facili- 
tating their ecunomic and social progress. The 
Council is concerned with economic, social, cul- 
tural, scientific, legal, and administrative matters 
and the maintenance and further realization of 
human rights and fundamental freedoms. Matters 
of national defense are, of course, left to NATO. 


Background 

On May 20, 1954, the Committee of 
Ministers* stated its intention to study 
the possibilities of unifying the laws of 
the various member governments. It re- 
quested the Assembly to submit a proposal 
relative to compulsory motor vehicle in- 
surance. Its accomplishments since that 
time need not be recorded in detail. Cer- 
tain major developments, however, will be 
noted. 

The full text of the Consultative Assem- 
bly’s draft of the European Convention on 
Compulsory Motor Insurance is embodied 
in Recommendation 100, adopted by the 
Assembly on October 22, 1956. The As- 
sembly reiterated its view that compulsory 
motor vehicle insurance is a suitable sub- 
ject for uniform legislative action among 
the member governments. It noted the 
work of the International Institute for the 
Unification of Private Law at Rome in this 
regard. Also, as proposed in an earlier 
Assembly recommendation, it stated that 
the text should be based upon the treaty 


on compulsory third-party insurance for 


%The Committee of Ministers is the organ 
which acts on behalf of the Council of Europe. 

* The Assembly usually makes a recommenda- 
tion which is addressed to the Council of Ministers 
and requests the action to be taken by the Coun- 
cil. A recommendation is to be distinguished 
from a resolution which is transmitted directly to 
the member governments or to an organization 
such as OEEC, UNESCO, ILO, or WHO. A 
recommendation requires a two-thirds majority 
for adoption, but a resolution requires only a 
simple majority. Other reports include opinions, 
orders, and replies. 
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motor vehicles signed on January 7, 1955, 
by Belgium, Luxembourg, and the Nether- 
lands. The treaty referred to is the Bene- 
lux compulsory motor vehicles insurance 
treaty. Recognition was also given in 
Recommendation 100 to the growth in 
automobile traffic in European countries, 
the necessity of providing proper compen- 
sation for accident victims, and the desire 
to protect motorists against their liability 
to third parties arising out of accidents 
caused by motor vehicles. 

Two years earlier the Assembly had 
asked those member countries without 
compulsory third-party insurance to con- 
sider such legislation. It urged those 
nations then contemplating compulsory 
insurance to consider the enactment of 
laws substantially uniform with those al- 
ready in force in other member countries. 
Specifically, this 1956 recommendation to 
the Committee of Ministers suggested: 


(1) That the Committee of Ministers 
appoint a Committee of Government Ex- 
perts to study the Assembly draft Conven- 
tion on compulsory motor insurance and 
that the Convention should be signed by 
the member states. 

(2) That this Committee of Experts 
should at least be established among those 
states without compulsory motor vehicle 
insurance and those others ready to change 
their existing compulsory motor vehicle 
insurance laws so as to attain uniformity. 

(3) That in case the Committee of Ex- 
perts feels important changes should be 
made in the Convention, views should be 
exchanged between the Committee of Ex- 
perts or an appropriate sub-committee 
thereof and the Assembly’s sub-committee 
in this matter. 

(4) That the draft should be returned 
to the Assembly before final approval by 
the Committee of Ministers. 


A draft was then drawn up by the 
Committee of Experts, studied by the 
Committee of Ministers, and sent to the 
Consultative Assembly on June 25, 1958. 


The Consultative Assembly’s Legal Com- 
mittee submitted its draft opinion on the 
proposed convention in a report dated 
September 29, 1958. Finally, on October 
17, 1958, the Consultative Assembly un- 
animously adopted Opinion 29 as follows:5 


Having been consulted by the Commit- 
tee of Ministers on the text of a draft 
European Convention on Compulsory In- 
surance against Civil Liability in respect 
of Motor Vehicles (Document 835) drawn 
up by a Committee of Experts of the Com- 
mittee of Ministers in accordance with 
Recommendation 100 (1956) of the As- 
sembly: 

Noting that the Experts have omitted or 
weakened certain provisions of the draft 
Convention contained in Recommendation 
100 (1956); 

Noting that the Committee of Experts 
has found it necessary to add to the list of 
optional reservations; 

Trusting that the Governments will make 
such reservations only in case of absolute 
necessity; 

Recognizing, however, that the experts 
have introduced a number of improvements 

into the draft Convention drawn up by the 
Assembly; 

Considering that the draft Convention, 
in its present form, guarantees proper com- 
pensation to victims of accidents caused 
by motor vehicles and protects motorists 
against their liability to third parties in- 
jured by such vehicles, 

Recommends to the Committee of Minis- 
ters that the Convention be submitted to 
Member Governments for signature as soon 


as possible. 


The Draft Convention on Compulsory 
Motor Insurance 


The Experts’ draft, which will be re- 
ferred to as the final Convention draft, is 
similar to the one drawn up by the Legal 
Committee of the Consultative Assembly 
and is based in part upon the Benelux 
treaty referred to earlier. It is divided into 
two parts, the “European Convention” and 
“Provisions Annexed to the European Con- 
vention.” 


5 An opinion states the Assembly point of view 


on a specific matter or question referred to it by 
the Committee of Ministers. 
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European Convention 


The European Convention contains a 
preamble and 14 articles. The four avowed 
“considerations” in the preamble are (1) 
the promotion and facilitation of mem- 
bership unity in the interests of economic 
and social progress by the conclusion of 
agreements in economic, social, cultural, 
scientific, legal, and administrative mat- 
ters; (2) the necessity of safeguarding 
rights of victims of motor accidents; (3) 
the recognition of the difficulties involved 
in obtaining complete unification of laws 
in this matter but recognition that cer- 
tain basic rules are essential; and (4) the 
necessity of promoting the establishment 
and operation of international insurance 
bureaus and guarantee funds. 

The first article provides that each con- 
tracting party or member government will 
introduce compulsory insurance within six 
months from the time it becomes a signa- 
tory to the Convention. Such insurance 
legislation will comply with the provisions 
set out in the Annexed Provisions, which 
in effect are minimum standards. A con- 
tracting party may provide greater protec- 
tion. The final draft, unlike the earlier one, 
emphasizes that the substance, not the 
wording, is to be compulsory. It also con- 
tains a paragraph providing the manner in 
which the enacted laws are to be com- 
municated to all Convention parties. 

If the contracting party regards the use 
of certain motor vehicles as presenting 
little danger, such vehicles can be exempt 
from the provisions of the law. Moreover, 
each country has the right to exempt from 
compulsory coverage those motor vehicles 
owned by public authorities, those of other 
countries, or those owned by inter-govern- 
mental organizations. Each nation may 
determine the minimum amounts of insur- 
ance protection and may restrict the ap- 
plication of the Annexed Provisions to this 
stipulated amount. Should this minimum 
be unreasonably small it is obvious that 


the legislation would actually defeat the 
purposes of the Convention. 

Upon signing or ratifying the Conven- 
tion, a contracting party may avail itself 
of one or more of 14 reservations found in 
Annex II. The nature and scope of the 
reservations differ widely between the two 
drafts. Ordinarily it would seem difficult 
to support some of them; but they are 
necessary as many governments, both na- 
tional and local, could not be expected to 
make drastic changes in their own laws. 

Reservations or options selected for in- 
clusion in a state enactment do not follow 
the vehicle to other jurisdictions. As an 
example, suppose that Austria adopts a 
compulsory law which provides damages 
for pain and suffering while the Italian 
law does not. The Italian limitation would 
not prevent the full application of the 
compulsory insurance law of Austria to a 
situation goverened by such law even 
though an Italian citizen driving an Italian 
car is involved. 

When the matter of compensation for 
injury involves more than one special law, 
such as both compulsory motor insurance 
and social security schemes, municipal law 
and not the compulsory act determines 
both the rights of the injured party and 
the “arrangements to be made between 
the two systems.” Such cases are neces- 
sarily excluded from coverage because of 
the difficulty of a convention among na- 
tions covering a situation involving the 
possible claims that a victim of a motor 
vehicle accident might have under two 
separate and possibly conflicting enact- 
ments. 

In order not to prejudice the rights of 
the injured parties because of the opera- 
tion of the reservations otherwise permit- 
ted, “motor races or competitions, whether 
for speed, reliability or skill,” are subject 
to official authorization. This authorization 
shall be granted only in case the civil 
liability of the organizers and certain other 
persons is covered by special insurance 
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which complies with such provisions. It is 
not necessary, however, that occupants of 
vehicles participating in such races or com- 
petition be covered by the law. 

Suit may be brought against a foreign 
authority or body in the courts of the 
country in which damage has been caused 
when a visiting vehicle of such foreign 
body has caused the damage. This feature 
is a significant change from the Assembly 
draft which dealt with the question of the 
recognition and enforcement of foreign 
judgments. It seems clear, as the Con- 
sultative Assembly’s Legal Committee has 
commented, that the Convention does not 
concern itself with relations between the 
injured party and the assured, or tort- 
feasor. It is rather concerned with the 
relations between the injured party and 
the insurer. The appropriate international 
insurance bureau of the country visited by 
the motor vehicle must be approved by 
the government of that country. Since 
such a government will only recognize an 


insurer that it can reach through legal 


process, the recognition and enforcement 
of foreign judgments is not likely to be a 
problem.® In effect, an unsatisfied judg- 
ment fund has been proposed. Each Con- 
vention participant will either establish a 
fund or “make other equivalent arrange- 
ments” in order to provide compensation 
for those injured persons entitled at law 
to receive payment, “where the obligation 
to be insured has not been complied with,” 
or the liable party is unknown, or the in- 
jured is a victim of a stolen vehicle.” 
Each contracting party must determine 


6 The Convention contracting parties must pro- 


mote the establishment and operation of interna- 
tional insurance bureaus for the issue of insurance 
and the payment of claims for damages under 
situations covered by the Convention. 


T Article 9 provides compensation to injured 
parties if the case is one excepted from insurance 
in accordance with this provision, “The insurance 
must cover the civil liability of the owner and of 
any driver or person in charge of the insured 
vehicle, with the exception of persons who have 
taken control thereof either by theft or violence 
or merely without the consent of the owner or 


in its own municipal law the persons who 
shall have the vehicle insured and must 
enforce the obligations of the act as found 
in the Annexed Provisions. Each also pro- 
vides for the approval, expiration, or with- 
drawal of approval of insurers, and, if 
necessary, of the Guarantee Fund and 
Bureau, as well as control of the opera- 
tions.® 

The remaining provisions of the Euro- 
pean Convention relate primarily to de- 
tails. Change of ownership of the vehicle 
does not necessarily terminate the insur- 
ance contract, but the effect of such 
change is to be determined by each con- 
tracting party. 

Once a party signs the Convention, two 
years must pass before this party can “de- 
nounce” it. Procedure to effect such de- 
nunciation is provided in the act. Before 
a contracting party can add a reservation 
(1) permitted in the Annexed Provisions 
but not previously made, or (2) not pro- 
vided in the Annexed Provisions at all, it 
must notify the Secretary-General of the 
Council of Europe of its proposal. The 
other contracting parties must give their 
approval within six months following noti- 
fication by the Secretary-General. Only 
upon such approval may the reservation 
be added. The Convention does not apply 
to overseas territories of a contracting 
party. 

The European Convention also estab- 
lishes the procedure which must be ac- 
complished before the terms of the con- 
vention become effective. It shall be open 
to the signature of all of the members of 
the Council of Europe and shall be rati- 


person in charge.” In addition, “Nationals of any 
Contracting Party shall be entitled to bring the 
claim provided for in the foregoing paragraph in 
any other Contracting State on equal terms with 
the nationals of that State.” 

8 Contrasted with the comparable provision of 
the Assembly draft, these weaker requirements 
support the subsequent Consultative Assembly 
report stating “It was apparently impossible to 
find a stricter rule acceptable to all the Govern- 


ments.” 
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fied. It comes into force 90 days after the 
date of deposit with the Secretary-General 
of the fourth instrument of ratification. 
Ninety days after the date of deposit of 
any subsequent instrument of ratification 
the Convention shall come into force with 
respect to such signatory. Notice shall be 
given to all members of the Council of 
the acceptance of the Convention, of the 
contracting parties, and of any subsequent 
deposits of instruments of ratification. 

Finally, after the Convention has come 
into force, the Committee of Ministers of 
the Council of Europe may invite any non- 
member of the Council to join the Conven- 
tion. The procedure established for any 
such non-member which deposits its in- 
strument of accession is similar to that 
outlined above with respect to any mem- 
ber which deposits its instrument of ratifi- 
cation after the Convention has already 
come into effect. 


Provisions Annexed to the European 
Convention 


There are two Annexed Provisions. The 
first consists of 10 separate articles while 
the second contains the 14 reservations 
referred to above. 

Annex I to the Convention—The initial 
provision annexed to the Convention gives 
definitions of the terms “motor vehicles,” 
“assured,” “injured parties,” and “insurer.” 
Insurance coverage must be effected with 
a governmentally-approved insurer before 
a vehicle may be driven on a public high- 
way, in grounds which are open to the 
public, or in private grounds to which 
certain persons have access. The insurance 
covers the civil liability of the owner and 
the driver or person in charge of the 
covered vehicle, excluding those persons 
in control of the vehicle because of theft, 
or violence, or without consent of the 
owner or person in charge. If through 
fault of the owner or person in charge, 
someone takes charge of the vehicle, the 
insurance must then cover the civil liabil- 


ity of that other person. Insurance applies 
to bodily injury and property damage 
within the national territory, excluding 
damage to the insured vehicle and to prop- 
erty carried by it. 

Permissible exclusions from insurance 
benefits are the driver, policyholder, and 
all persons whose civil liability is covered 
by the policy, including spouses of those 
persons and members of their families, 
with some exceptions. Damages caused 
by vehicles during authorized races or 
competitions may be excluded. 

The injured party is entitled to make a 
claim against the insurer. In case several 
persons are injured and the total compen- 
sation due them exceeds the sum insured, 
the claims are reduced accordingly. How- 
ever, should the insurer in good faith pay 
an injured party an amount in excess of 
that party’s proper share, the insurer is 
liable to the remaining injured claimant 
only for an amount up to the remainder 
of the sum insured. The insurer may make 
the assured a party defendant in any «:- 
tion brought against him by the injured 
party, and the assured must report all acci- 
dents to the insurer. The wording of the 
provisions apparently requires the insured 
to cooperate with the insurer in the event 
of an accident. 

Injured parties must bring their claim 
against the insurer within two years after 
the accident. However, this period of 
limitation is subject to suspension (not 
interruption) with respect to the insurer 
until it states in writing that the period 
of negotiations has ceased. Rights pos- 
sessed by the insurer against the insured 
cannot be used as a defense to a claim 
brought by an injured party. This provi- 
sion, in the view of the Legal Committee, 
relates to those insurance contracts in force 
at the time but under which the insurer 
can plead avoidance on certain grounds. 

The insurer cannot raise a question con- 
cerning cancellation or contractual in- 
validity until 16 days after he has given 
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notice in the manner established by the 
state in question. However, this provision 
is inapplicable when the insurer has no 
liability under contract and the injured 
party has recourse to other insurance. 
These provisions do not destroy whatever 
rights of action the insurer may otherwise 
possess against the insured. 

Annex II to the Convention—The 14 
reservations which may be selected by a 
government when signing or ratifying 
need only summary treatment in this 
paper. They include: (1) the right to 
exempt from compulsory insurance ade- 
quately self-insured corporate-owned ve- 
hicles; (2) permission to deposit security 
in lieu of carrying insurance in certain 
stipulated cases; (3) permission to exclude 
from compulsory insurance willful damage 
caused by insured; (4) permission to ex- 
clude damages for pain and suffering; (5) 
permission to exclude damage to passen- 
gers carried free of charge or as a favor; 
(6) and permission to exclude damage 
caused while the vehicle is being driven 
on private grounds. 


Conclusion 


The determination of a deliberative 
body consisting of more than 200 repre- 
sentatives of 15 governments to seek legis- 
lative uniformity in the controversial area 
of compulsory automobile insurance prom- 
ises to influence greatly the nature and 
scope of the insurance laws in West 
Europe.® The voice of the Consultative 

® In a letter to the author, Mr. Hugh L. Beesley, 
First Secretary, Directorate of Information, of the 
Secretariat-General’s office of the Council of 


Europe, on December 9, 1958, wrote as follows: 
“Since the Assembly’s Opinion No. 29, while ex- 


Assembly is the voice of Europe. There 
is a gradual realization that membership 
responsibility is to Europe rather than to 
any nation. A heterogeneous grouping of 
nations enjoying similar historical, cul- 
tural, traditional, and diplomatic exper- 
iences ordinarily should be expected to 
achieve agreement on matters of common 
concern not possible among countries with 
more fundamental differences. Yet, in the 
field of legislation the orthodox approaches 
must be abandoned and contradicted; new 
patterns must be substituted for custom 
and tradition. The Benelux countries suc- 
cessfully concluded a uniform convention, 
but its legal implication is really confined 
to the three nations whose jurisprudence is 
supported by the French Civil Code. The 
legal systems of the powers of the Council 
of Europe rest upon diverse bases and not 
simply that of the French Civil Code.’° 
Whatever reservations may have been 
held concerning the significance of the 
recent action of the Council of Europe 


‘should have been removed by the emer- 


gence of the Consultative Assembly into 
the sounding board of Europe. This inter- 
national parliamentary type body has re- 
flected the mass public opinion of the 
several nations in the matter of interna- 
tional compulsory automobile insurance. 


pressing certain reservations, did not recommend 
any alterations in the draft Convention as finalized 
by the Experts, it seems likely that this will now 
receive the signature of the Member States as it 
stands.” 

10 “Tf the proposed Convention is also to be ap- 
plied to other States whose legal system is not 
determined by the French Code, greater difficul- 
ties will arise, particularly when an injured party 
wishes to make a direct claim against an insurer.” 
Council of Europe, Doc. 864. 
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Courts and regulatory commissions 
have declared repeatedly that risk is an 
important factor in a determination of a 
fair return for public utilities. They have 
said also that a public utility has no con- 
stitutional right to profits such as are 
realized or anticipated in highly profitable 
enterprises or speculative ventures. Thus, 
50 years ago, the United States Supreme 
Court, in Willcox v. Consolidated Gas 
Company, 212 U.S. 19, 48 (1909), refer- 
red to risk in this language: 

“There is no particular rate of compen- 
sation which must in all cases and in all 
parts of the country be regarded as suffi- 
cient for the capital invested in the enter- 
prise. Such compensation will depend 
greatly upon circumstances and locality; 
among other things, the amount of risk in 
the business is an important factor, as well 
as the locality where the business is con- 
ducted and the rate expected and usually 
realized there upon investments of a some- 
what similar nature with regard to the 
risk attending them. * * * The less risk, 
the less right to any unusual returns upon 
the investments.” 


This language was repeated, in sub- 
stance, in many cases, such as 14 years 
later in Bluefield Water Works & Im- 
provement Co. v. Public Service Commis- 
sion, 262 U.S. 679, (1923): 


“What annual rate will constitute just 
compensation depends upon many circum- 
stances and must be determined by the 
exercise of a fair and enlightened judg- 
ment, having regard to all relevant facts. 
A public utility is entitled to such rates 
as will permit it to earn a fair return on 
the value of the property which it employs 
for the convenience of the public equal to 


that generally being made at the same 
time and in the same general part of the 
country on investments in other business 
undertakings which are attended by cor- 
responding risks and uncertainties; but it 
has no constitutional right to profits such 
as are realized or anticipated in highly 
profitable enterprises or speculative ven- 
tures.” 


The Court not only emphasized risk, in 
these two cases, but also distinguished 
between “highly profitable,” “hazardous,” 
and “speculative” ventures, and industries 
which are not characterized by such 
qualities, presumably public utilities. In 
the Bluefield case, consideration was 
given to “low, uncertain, or irregular in- 
come.” 


“Low, uncertain, or irregular income 
makes for low prices for the securities of 
the utility and higher rates of interest to 
be demanded by investors.” 


The Willcox case stressed also the im- 
portance of monopolistic position and sta- 
bility of income: 


“In an investment in a gas company, 
such as complainant’s, the risk is reduced 
almost to a minimum. It is a corporation, 
which in fact, as the court below remarks, 
monopolizes the gas service of the largest 
city in America, and is secure against com- 
petition under the circumstances in which 
it is placed * * * . An interest in such a 
business is as near a safe and secure in- 
vestment as can be imagined with regard 
to any private manufacturing business, al- 
though it is recognized at the same time 
that there is a possible element of risk, 
even in such a business. The court below 
regarded it as the most favorably situated 
gas business in America, and added that: 
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all gas business is inherently subject to 

many of the vicissitudes of manufactur- 

ing.” 

However, twenty years after the Will- 
cox case, in 1929, the United States Dis- 
trict Court for the Southern District of 
New York, raised a question about gas 
and electric utilities possessing a monop- 
oly but attributed a stronger position to a 
telephone company, New York Telephone 
Co. v. Prendergast, 36 Fed. (2nd) 54, 68, 
P.U.R. 1930B, 33. 


“This plaintiff is free of competition and 
has enjoyed an ever-increasing volume of 
business in a rapidly growing population. 
The number of telephone users and their 
use of telephone service, as disclosed by 
this record, has greatly increased. This 
monopoly of communication service affords 
a fruitful field for investment and makes 
secure investors. Capital's invitation is 
alluring, and this corporation experienced 
no difficulty in securing its capital require- 
ments. Indeed, the American Telephone 
& Telegraph Company, owner of all the 
capital stock, cared for all such require- 
ments. A 7 per cent return will amply 
assure capital and reward investors. Gas 
and electric light utilities referred to in 
the cases above, where returns up to 8 
per cent were thought not to be high, have 
no such monopoly and freedom from com- 
petition as does this plaintiff. The public 
service of supplying gas and electricity 
within the same locality are more or less 
competitive, but the use of the telephone 
has won its way into the every day neces- 
sity of life and has thus won so strong a 
position that there is certainty of no cessa- 
tion of its use but, on the contrary, every 
indication points to greater use. These 
facts lead us to the conclusion that a 
greater rate of return allowed would be 
unjustified.” 

Public utilities are not all alike and 
some are far more hazardous than others. 
This condition was reviewed by the Su- 
perior Court of Pennsylvania in Scranton- 
Spring Brook Water Service Co. v. Public 
Service Commission, 119 Pa. Superior Ct. 
117, 181 Atl. 77 (1935): 


“For many years public service com- 
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panies were looked upon as safe and stable 
business investments, with a reasonable 
likelihood of regular and consistent income 
returns. But the experience of the past 
ten years have shown that so far from all 
of them being safe and stable investments, 
some are, even when well and conserva- 
tively managed, extremely hazardous. Rail- 
roads are largely in distress throughout 
the country. Street railways, except, possi- 
bly, in large cities, have to a great extent 
been put out of business by bus and auto- 
mobile competition. Toll bridges have been 
affected by tunnels and free bridges 
erected at state or municipal expense. Gas 
companies have been driven from the 
lighting field by electricity, and had they 
not devoted themselves to cooking and 
heating, would have gone by the board.” 


‘ In Federal Power Commission v. Hope 
Natural Gas Company, 320 U.S. 591, de- 
cided in 1944, the earlier language of the 
Court appears to have been narrowed, 
for risk was associated with the position 
of the equity owner. “By that standard 
[capital costs] the return to the equity 


owner should be commensurate with re- 


turns on investments in other enterprises 
having corresponding risks.” This, un- 
fortunately, tends to confine consideration 
of risk to that of a certain class of in- 
vestors—common shareholders, even 
though such risk, like the risk of all se- 
curity holders, is influenced in part by 
those changes in the security markets 
which do not reflect enterprise risk. This 
is particularly apparent in the case of 
bondholders. A rise in interest rates (de- 
cline in market price) causes a possibility 
of capital loss. Yet, movements in interest 
rates may have no relation to enterprise 
risk. 

The main frustrations in efforts to cope 
with the complex problem of risk as a 
factor in utility rate regulation stem from 
(1) a failure to define terms; (2) varying 
references to risk in a literal and abstract 
sense; (3) the lack of a comprehensive 
review of the conditions causing risk in 
different industries; (4) the difficulty of 
selecting enterprises to be compared as 


: 
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they should have corresponding risks and 
uncertainties; (5) the problems of estab- 
lishing valid criteria of risk; and (6) the 
problems of determining objective and 
practical means for equating earnings and 
risk. The last four problems are especially 
important. 
The Meaning of Business Risk 

Risk has been defined as the “uncer- 
tainty in regard to cost, loss, or dam- 
age.”? Another writer on the subject has 
defined risk as the “objective correlative 
of subjective uncertainty. It is the un- 
certainty considered as embodied in the 
course of events of the external world, of 
which the subjective uncertainty is a more 
or less faithful interpretation.” * 

Business risk has been defined by the 
present writer as the “uncertainty in re- 
gard to the outcome of business surround- 
ing the probability of loss or gain and the 
amount thereof.”* Since the present ar- 
ticle is largely a sequel to that in which 
the foregoing definition was given, it may 
be well to summarize briefly the views 
expressed earlier. 


1. Enterprise risk should be distin- 
guished from investor risk, and the risk 
to be considered in connection with fair 
return should be the former. 

2. Uncertainty is a state of mind, due 
to the limitations of our knowledge. 

3. Probabilities are of two kinds: pre- 
calculable and unpredictable. Unpredict- 
able probabilities pose the major problem 
in connection with risk. 

4. The only risk that is susceptible of 
objective consideration is that of the past. 
An opinion as to present and future risk 

1 Hardy, Charles O., Risk and Risk-Bearing 
(Chicago: The University of Chicago Press, 
1925), p. 1. 

2 Willett, Allen H., The Economic Theory of 
Risk and Insurance (New York: The Columbia 
University Press, 1901), p. 25. 

8 Bickley, John H., “The Nature of Business 
Risk,” The Journal of Insurance (February, 
1959), p. 35. 


would be a subjective appraisal, unless 
it can be reliably predicated upon past 
events, which, by present knowledge, is 
highly improbable. If it is assumed that 
the future will be like the past, then past 
risk would be conclusive. 

5. The outcome of a business, aside 
from the quality of management, which 
is a static risk, depends upon the forces 
of the external world that bear upon the 
enterprise. 

6. These external forces embrace the 
dynamic causes of business risk. 

7. The results of the external forces 
are reflected in gain or loss and the 
amount and stability thereof. 

8. Since gain or loss cannot both evi- 
dence the same degree of risk, gain must 
be taken to evidence less risk than loss, 
even though a large gain may be expected 
as an inducement for investment when 
risk is believed to be great (risk in a sub- 
jective, not objective, sense). 

9. The dollar amount of profit, or loss, 
must be related to other conditions, the 
most significant of which is property in- 
vestment. 

The present article treats mainly with 
the relationship between stability and 
risk, or uncertainty; and the views de- 
veloped may be summarized as follows: 


1. Since an attempt to measure risk by 
its causes would also be a subjective ap- 
praisal, main, and probably sole reliance 
must be placed upon stability, for sta- 
bility is the most objective factor in con- 
nection with uncertainty. 

2. There must be found a method by 
which differences in stability are taken 
into account. 

3. If such a method can be found, 
there can be ascertained, within reason- 
able limits, earnings that are commen- 
surate with risk, or earnings required to 
equal the returns of other enterprises 
having corresponding risks and uncer- 
tainties. 
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4. In such procedure, regulated enter- 
prises should be compared first with un- 
regulated, and then a particular company 
should be compared with others in the 
same industry, or a particular company in 
a regulated industry should be compared 
with unregulated enterprises. 

5. Since public utilities are engaged in 
the production of nondurable, consumer 
goods (services), they should be com- 
pared also with nondurable goods manu- 
facturing. 

The Conditions Causing Risk 

This discussion will not include a re- 
view of the conditions giving rise to un- 
certainty and risk, even though it is an 
essential and important part of the sub- 
ject. However, there will be presented a 
brief outline of the causes of business risk. 
But, first, it should be noted that there 
are two general classes of risk: static and 
dynamic. The first are “those connected 
with losses caused by the irregular action 
of the forces of nature or the mistakes 
and misdeeds of human beings.”* Static 
risks cause uncertainty as to whether a 
loss will occur, and when, or in what way, 
such as by fire or lightning, wind, or 
water, fraud, ignorance, or neglect. Dy- 
namic risks are those “involved in the 
possibility of dynamic changes.”* 

The following outline places the causes 
of business risk in eleven categories, the 
first and last of which are static. The 
enumeration is not one that is purported 
to be in the order of importance of the 
causes, for this will change with time and 
circumstances, and will differ among in- 
dustries. Nevertheless, since the quality 
of management permeates all business 
and may be connected with other risks, 
it is listed first. Because competition is 
present, in different ways and in varying 
degree, in most business enterprises, it is 
listed second. But, the major and most 
"4 Willett, op. cit., pp. 38-40, Cf. Haynes, John, 


“Risk as an Economic Factor,” Quarterly Journal 
of Economics (July, 1895), pp. 409, 412-13. 


pervasive causes of risk are changes in 
demand and technological developments. 
These are the most uncertain of the un- 
certainties. The last kind of risk, accidents 
and “acts of God,” is not important to the 
discussion. 


Summary of Causes of Business Risk 


1. The quality of management. 
2. Competition 
a. Among products 
b. Among makers and suppliers 
c. Diversification 
d. Government ownership 
8. Changes in demand 
a. Kind of demand 
Present products. 
New and better products 
Fashion and health 
b. Amount of demand 
Purchasing power 
Market saturation 
Consumer credit 
Prices and price expectations 
4. Technological progress 
a. Improved methods and design 
b. New and better products 
5. Available capacity and demand 
a. Voluntary action 
b. Compulsory action 
c. Capacity, demand, and prices 
d. Penalties of over and under capacity 
for public utilities 
6. Time 
a. Time interval between the purchase 
or fabrication of goods and sales 
b. Time interval between commence- 
ment and completion of construction 
c. Period of time for recovery of invest- 
ment 
d. The time of occurrences 
Operating and financial characteristics 
Controllability of costs 
Governmental requirements and action 
a. Service requirements 
b. Price regulation 
c. Government competition 
10. Availability of credit and interest rates 
11. Accidents and “acts of God.” 


Industries to Be Compared 


The Supreme Court has referred to the 
“amount of risk in the business” and to 
returns earned on investments in “other 
business undertakings which are attended 
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by corresponding risks and uncertainties.” 
If by “investments” is meant investments 
in securities, an appraisal of risk would 
be largely a subjective one; and, as pre- 
viously noted, the risk would be influenced 
by circumstances not essentially related 
to enterprise risk. If, however, “invest- 
ment” is understood to mean the invest- 
ment in property used to produce goods 
and services, enterprise risk may be dis- 
tinguished from investors’ risks. The sec- 
ond interpretation of “investment” is the 
more logical, especially when considered 
in connection with the “risk in the busi- 
ness.” 

Compliance with the pronouncements 
of the Court require a selection of enter- 
prises to be compared. They are those 
having “corresponding risks and uncer- 
tainties” but not necessarily the same or 
equal risks and uncertainties. Enterprises 
being nearest alike are generally those 
in the same industry, such as flour mills, 
shoe factories, electric utilities, or gas dis- 
tributing companies. It is reasonable to 
construe the language of the Court as 
requiring that regulated enterprises be 
compared primarily with those that are 
unregulated, for one purpose of utility 
rate regulation is to serve as a substitute 
for those forces of competition which 
exist in unregulated business. A second 
comparison would be of enterprises in one 
utility industry, such as electric, with 
those in another, such as gas or telephone. 
A third comparison would be of a par- 
ticular electric company, for example, 
with others in the same industry; for all 
do not have the same characteristics and 
risks, including the risks of regulatory con- 
cepts and practices. 

But with what unregulated industries 
should electric, gas, water, and telephone 
utilities be compared? They should be 
compared first with the manufacturing 
industry as a whole, for this industry 
represents a large and broad segment of 
the economy, and the differences among 


individual manufacturing industries are 
blended and the results of the differences 
are averaged. And, since utilities are con- 
sumers’, nondurable goods (services) in- 
dustries, they should be compared also 
with nondurable goods manufacturing, 
which is more stable than the manufac- 
ture of durable goods. 
The Criteria of Business Risk 

What kinds of comparisons should be 
made? This goes to the question of the 
criteria by which the extent of business 
risk can be determined, other than the 
conditions giving rise to uncertainty and 
risk, previously outlined. Three possible 
criteria will be reviewed. These are an- 
nual gains and losses, business failures, 
and the amount and stability of earnings. 
Defaults on securities might be included, 
but if this test has significance, it is less 
so than business failures. 


Annual Gains and Losses 

On the basis of frequency of absolute 
gains and losses, electric, gas, water, 
telephone and telegraph, and pipeline 
companies have had less risk than rail- 
roads, local transit, and the manufactur- 
ing industry as a whole, because in all 
years from 1929 to 1957, and no doubt in 
years prior to 1929, utilities had profits, 
while the other industries mentioned in- 
curred losses in some years. But by the 
same standard, utilities had no less risk 
than several manufacturing industries, 
namely, food and kindred products, to- 
bacco, and chemicals and allied products, 
whose dollar sales, except tobacco, ex- 
ceeded those of the utilities. The auto- 
mobile industry as a whole and the print- 
ing and publishing industry incurred 
losses in only one depression year, 1932, 
and they have had profits every year since 
then. Banking had as much risk as manu- 
facturing. Railroads, local transit, and 
certain financial institutions and service 
industries had the most risk of all, accord- 
ing to this criterion. 
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TaBLeE 1 
NumBer or Years or Losses sy SELecteD INpustrigs Durine 10 Years 1930-1939 
Year When 
| 
ears 0} or 
Exceeded 1929 
I. Industries Having Losses 
culture and fisheries 8 1935t 
Manufacturing—all c 2 1940 
*Textile— products 4 1936t 
*Apparel and other finished fabric products...................- 4 1936t 
*Lamber and furniture products. ........ 5 1940 
Printing, publishing and _— industries 1 1943 
cts of petroleum and coal.................. 3 1942 
etals, metal products, and miscellaneous.................... 3 1941 
Iron and steel and their products... ..............eseeeeees 4 1941 
Nonferrous metals and their products...................... 2 1940 
Transportation equipment, except 5 1937f 
Automobile and automobile equipment........................ 1 1940 
Retail trade and automobile services... 
and brokers, dealers and exchanges............ » 
*Air transportation (common 8 1939* 
Radio broadcasting and television...................-..0.esee005 4 1937t 
IT. Industries Not Having Losses 
Telephone, telegraph, and related 1942 


Source: National Income Statistics of United States Department of Commerce. 
* Denotes industries ha 


sving net loss for period. 
t Denotes lower profit in 1937 or 1938 BS than i in 1929. 
29, profit in 1 


The critical period covered the ten 
years 1930-1939, and Table 1 shows the 
number of years of losses by selected in- 
dustries during this period. Shown also 
is the year subsequent to 1929 when the 
amount of profit first equalled or exceeded 
1929. The records of the food, tobacco 
and chemical industries were particularly 
impressive, certainly as much so as that 
of electric and gas utilities. 

In periods of business contraction and 


939. 
ts higher in 1930, 1931, and 1932 than in 1929; then lower than 1929 until 1940. 


recession, the sales and profits of manu- 
facturing companies decline more than 
those of electric, gas, water, and telephone 
utilities. On the other hand, in periods 
of expansion and prosperity, the sales and 
profits of manufacturing industries in- 
crease more than those of the utilities. 
This means that utilities, not including 
transportation, are more stable than manu- 
facturing generally; but, as will be seen 
later, they have had less growth in dollar 
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sales and profit. The adverse effects of 
business contraction and the favorable 
effects of expansion on dividends are less 
pronounced than on sales and profits. That 
is, dividends are the most stable of the 
three conditions. 

Comparisons of sales, profits, and divi- 
dends of all manufacturing corporations 
combined, the larger manufacturing in- 
dustries, electric and gas utilities, tele- 
phone and telegraph companies, and rail- 
roads, are presented in Table 2. Averages 
for the 10 years 1930-1939, and for the 
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3 years 1937-1939, as percentages of 1929, 
are given, and thereby the effects of the 
Great Depression. Table 3 reports the 
averages for the 3 years 1948-1950 as per- 
centages of 1929 and of the 3 years 1937- 
1939, and thereby the extent to which 
sales, profits, and dividends advanced 
above the earlier levels. Generally, the in- 
dustries that experienced the largest de- 
clines during the depression years had 
the largest advance thereafter. For ex- 
ample, the products of textile mills, the 
products of petroleum and coal, metals 


TaBLe 2 


Comparisons or CorporaTe Sates, Prorirrs, AND DivipENDs oF SELECTED MANUFACTURING 
Inpustries, Pusiic AND Rar~roaps, AND OF Gross NaTIONAL Propuct, 


NATIONAL INCOME 


AND PerRsonaL INCOME 


(Averages of 10 Years 1930-1939 and of 3 Years 1937-1939 Compared with Year 1929) 


Per Cent of Averages of 10 Years 1980-1939 
and of 3 Years 1937-1939 to Year 1929 
Industries Net Profit Before 
Sales Taxes on Income 
1930-39 | 1987-39 | 1930-39 | 1987-39 
Manufacturing—all industries. ...................+. 68 80 35 61 
Food and kindred products...................+.+- 78 90 75 87 
Chemical and allied products. .................... 84 99 71 96 
Products of petroleum and coal................... 79 90 13 31 
Metals, metal products, and miscellaneous. ........ 55 66 19 43 
Machinery, including electrical................... 61 83 31 67 
Automobiles and equipment....................+. 54 61 34 55 
1ll 121 74 97 
Telephone and telegraph.....................-.+-- 74 73 64 72 
62 64 *Loss *Loss 
Net Profit After Net Dividend 
Taxes on Income Payments 
Industries 
1930-39 1987-39 1930-39 1987-39 
Manufacturing—all 29 54 67 
Food and kindred products.....................+- 67 77 86 90 
Chemicals and allied products.................... 66 88 100 105 
Products of petroleum and coal................... ll 30 53 39 
Metals, metal products, and miscellaneous. ........ 14 38 52 51 
Machinery, including 26 61 55 75 
Automobiles and equipment. 29 47 52 49 


* Losses 1930-39 and 1937-39. 
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TABLE 3 


ComPaRIsSONS OF CorPoRATE SALES, Prorirs, AND DivipENDs OF SELECTED MANUFACTURING 
Inpustries, Pusiic UTILITIES, AND RAILROADS, AND OF Gross NATIONAL 
NATIONAL INCOME, AND PERSONAL INCOME 
(Averages of 3 Years 1948-1950 Compared with Year 1929 and Averages of Years 1937-1939) 


Per Cent of Averages of 3 Years 1948-1950 to 
Year 1929 and to Averages of Years 1937-1939 
Industries Net Profit Before 
Sales Tazes on Income 
1929 1937-39 1929 1937-39 
Manufacturing—all industries...................... 284 355 385 633 
Food and kindred products....................... 274 303 335 386 
249 240 191 204 
Chemicals and allied products.................... 357 359 454 474 
216 312 762 1329 
ucts of petroleum and coal................... 331 368 321 1037 
Metals, metal products, and miscellaneous. ........ 256 389 303 705 
Machinery, including electrical................... 382 457 380 567 
Automobiles and equipment.................-.... 256 419 501 913 
pe 242 201 234 242 
Net Profit After Net Dividend 
Taxes on Income Payments 
Industries 
1929 1937-39 1929 1937-39 
Manufacturing—all industries...................... 255 469 158 236 
Food and kin 215 278 137 153 
Chemicals and allied products.................... 287 327 218 208 
Products of petroleum and coal................... 253 854 185 481 
Metals, metal products, and miscellaneous......... 197 524 128 249 
Machinery, including 245 404 164 218 
Automobiles and equipment...................... 308 651 204 417 
85 131 127 118 
259 319 


* Loss period 1937-39. 


and metal products, machinery, and auto- 
mobiles and automobile equipment had 
the largest declines in profits, before and 
after income taxes, from 1929 to the aver- 
age for the 10 years 1930-1939, and to the 
3 years 1937-1939; but these industries ex- 
perienced the largest rises to the 3 years 
1948-1950. The profits of electric and gas 
utilities declined more moderately during 
the depression years, but rose less there- 
after than the manufacturing industry as 
a whole. The profits of telephone and tele- 
graph companies declined more than 


those of electric and gas utilities during 
the depression, and increased less there- 
after. Railroads had only a moderate re- 
covery after 9 years of losses from 1931 
to 1939. 

The record of the tobacco industry was 
particularly notable, especially in regard 
to stability. That of the chemical industry 
was notable also for the small declines 
during the depression and the large ex- 
pansion thereafter. 

Two other circumstances may be ob- 
served. First, the shrinkage in profits in 
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periods of recession exceeds the decline 
in sales, because certain fixed charges 
continue regardless of sales volume, and 
it is often impossible to reduce variable 
costs in proportion to shrinkage in sales. 
On the other hand, in periods of expan- 
sion, profits usually rise more than sales, 
although rising labor and other costs and 
higher income taxes may hold down 
profits. The profits of electric and gas 
utilities and of telephone and telegraph 
companies rose less than sales. 

Second, during the depression years, 
the sales of manufacturing companies, ex- 
cept food, tobacco, chemicals, and the 
products of petroleum and coal, declined 
more than gross national product, national 
income, and personal income. The sales 
of electric and gas utilities rose. In the 
1948-1950 period, the sales of all manu- 
facturing companies combined advanced 
more, in comparison with 1929 and 1937- 
1939, than gross national product, national 
income, and personal income. Those of 
electric and gas utilities rose less. With 
a few exceptions, the profits of manufac- 
turing industries declined more than gross 
national product, etc., during the depres- 
sion, but the profits, before income taxes, 
advanced more in the 1948-1950 period. 
Railroads had a poor record in all re- 
spects. 

The method employed in Tables 2 and 
3 is not the most informative way of 
measuring either growth or stability, and 
other methods will be presented. 


Business Failures 

Business failures may appear to afford 
the most objective standard for a com- 
parison of risk. If this were the case, it 
could be said that the industry with the 
highest rate of failure would have the 
highest risk, and the one with the lowest 
rate would have the lowest risk. In a 
" ®The rate of failure could be measured by 
the number of firms that failed during a period 
in relation to the number of solvent firms at the 


beginning of the period. Weight could be given 
to the volume of liabilities in default. 


previous discussion of the nature of busi- 
ness risk, the writer concluded that loss 
or gain is a function of risk. In addition, 
there was advanced the hypothesis that 
loss indicates more visk than gain.® It 
would seem, therefore, that since failure 
is the ultimate in losses, failures are the 
most complete evidence of risk. The mat- 
ter is not quite so simple and obvious. 
When losses and gains are used as criteria 
of risk, attention should be given to all 
companies in an industry or to a repre- 
sentative cross section of companies. 
When industry comparisons are made, 
they should be of surviving companies in 
order to avoid a comparison of the living 
and the dead. Indeed, there is substan- 
tial merit in the selection of the stronger 
and more successful companies. In any 
event, there should not be selected the 
enterprises that have failed, because they 
are not representative of any industry 
unless an entire industry fails. But even 
this would not be typical of business. 
Whatever the vicissitudes of private en- 
terprise, it survives. 

Failure is an individual happening and 
circumstance, and may have little or no 
relation to the dynamic causes of risk. 
Moreover, while loss or gain is a function 
of risk, it is not the loss that constitutes 
the risk, but the conditions that caused 
the loss and the uncertainty concerning 
them. 

If this criterion were accepted, com- 
mercial banking must be said to be an 
extremely risky business, because there 
have been numerous bank failures. Na- 
tional banks as a group incurred losses in 
each of the four years 1931-1934.7 From 
1865 to 1956, 2,965 national banks were 
placed in receivership, of which 2,806 
were liquidated and finally closed.’ The 
losses of all commercial banks closed be- 
cause of financial difficulties, from 1865 
~ 6 Bickley, op. cit., p. 39. 

7Annual Report of the Comptroller of the 


Currency, Year 1956, p. 172. 
8 Ibid., p. 236. 


43 


i & 
ere 
: 
| 
- 
ey 
i 
i 
3 
— 


a The Journal of Insurance 


to 1940, totalled $4.7 billion, of which 
$2.5 billion was borne by stockholders, 
and $2.2 billion by depositors.? Most of 
the losses, 88 per cent, occurred from 1921 
to 1940. With this kind of record, one 
should hesitate before investing in bank 
stocks, provided he were convinced that 
failures are a sound criterion of risk. 

Many railroads have failed. Those 
placed in receivership or bankruptcy, 
from 1876 to 1939, numbered 1,020, some 
more than once. They had $17.1 billion of 
bonds and stocks outstanding.’ There 
were 251 issues of railroad bonds in de- 
fault on August 15, 1942.11 and on De- 
cember 31, 1941, long-term debt in default 
aggregated $879 million. The causes of 
failure were many and diverse, including 
loss of traffic and excessive capitalization 
in relation to earning power. 

The electric street railway is almost ex- 
tinct in this country, but street railways 
were once a profitable business. They 
have passed out of existence largely be- 
cause of the competition of the private 
automobile and a less costly and more 
flexible mode of mass transportation, the 
motor bus. 

Several manufacturing industries 
passed through the years of the Great De- 
pression without losses, and two suffered 
losses in only one year from 1929 to 1957, 
as previously noted. But there have been 
failures in these, as in all industries,.in- 
cluding public utilities and common car- 
riers, even though large in size. About 
200 different companies have been organ- 
ized to manufacture automobiles in this 
country; only five survive. Many passed 
out of existence through mergers, consoli- 
dations, and sales of their properties. But 
many closed down and went out of busi- 
ness. Does this mean that the manufac- 
ture of automobiles is an extremely haz- 

® Annual Report of the Federal Deposit In- 
surance Corporation, Year 1940, p. 62. 
a Manual of Steam Railroads, 1942, 


Pp. 
11 Tbid., pp. 104-06. 


ardous venture, that General Motors, 
Ford, and Chrysler are highly risky enter- 
prises, and vastly more so than public 
utilities? A conclusion that that they are 
would be unwarranted. All have risks; 
so do utilities. But the evidence of the 
risk is not found in the ventures that 
failed, any more than the quality of so- 
ciety may be judged by its derelicts. 

Moreover, if the risks of the electric, 
gas, water, and telephone industries were 
appraised by failures in other industries, 
what use could be made of the informa- 
tion? Would it be said that an electric or 
gas utility, a telephone company, or a 
pipeline company should have low profits, 
because it had not failed, or because there 
have been few failures in these industries? 
If so, how low? By the same reasoning, 
would it be concluded that railroads must 
be allowed high profits, because many 
railroads have failed? Again, how high, 
by this standard? Would it be said that 
the major manufacturing corporations 
must have high earnings, because there 
have been numerous failures in the re- 
spective industries? Would it be justi- 
fiable to conclude that manufacturing 
enterprises should and must realize larger 
profits than public utilities, because there 
have been more failures in the former 
than in the latter? What kind of criteria 
would be established, other than the fact 
of failure? Failures, or the absence of 
failures, provide no useful means by 
which to judge how profitable an enter- 
prise should be, or even the amount of 
risk in enterprises that survive. 

If, however, companies that have failed 
were taken as a standard for judgment 
of business risk, we should look to the 
causes of failure, with particular atten- 
tion being given to the effects of the qual- 
ity of management, which no doubt has 
contributed to many failures. The quality 
of management is a risk to which investors 
are exposed, but it is a static kind. Fail- 
ures due to poor management result from 
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the incompetence, mistakes, and misdeeds 
of people, and not essentially from the 
dynamic causes of risk, or the risks caused 
by external conditions of the business 
world, such as changes in demand and 
technological developments. 

Dun & Bradstreet, Inc. compiles data 
on business failures and classifies them 
according to “underlying” and “apparent” 
causes. The underlying causes relate 
mostly to management, including neglect, 
fraud, lack of experience in the line, lack 
of managerial experience, unbalanced ex- 
perience, and incompetence. Disaster is 
the remaining known cause given. Of the 
10,969 failures reported for 1955, 98.2 per 
cent were attributed to poor management, 
and 1.4 per cent to disaster, such as fire, 
flood, and strikes. During the 3 years 
1931-1933, failures averaged 28,800, and 
the rate of failure was high. Many would 
have occurred with a high quality of man- 
agement. Many enterprises survive, even 
though management is not of the best 
quality, provided other conditions are 
conducive to survival. In any event, to 
refer to instances of business failure with- 
out knowing or giving the reasons is an 
inadequate and unreliable appraisal of 
business risk. But even though the causes 
are known, we are led to no useful con- 
clusion as to the comparative risks of utili- 
ties or what their earnings should be. 


Stability and Uncertainty 


Demonstration of Relation between 
Stability and Uncertainty 


The significance of stability in connec- 
tion with risk can probably be shown by 
illustrations of how instability affects un- 
certainty. Two such illustrations are given 
in Table 4. In each, two cases are as- 
sumed in which there is a difference in 
stability. In the first illustration, there 
are assumed certain property losses per 
100 units of property. In each case, the 
average loss for the 7 years is the same, 


namely, 10 units per 100 units of property. 
But any similarity ends there. The aver- 
age loss of 10 units in Case 2 is more un- 
certain than the same average in Case 1. 
This is shown by two conditions. First, 
the range of losses per year in Case 2 is 
from 5 to 14 units, a difference of 9 in 
relation to the 10-unit average. Conse- 
quently, on an experience basis, it would 
not be known whether the loss in a given 
future year would be as low as 5 or as 
high as 14. In Case 1, the range of losses 
is from 8 to 12, or much less than in Case 
2. The lowest loss in any year is more in 
Case 1 than in Case 2, but the highest is 
less. The important circumstance, how- 
ever, is the difference in the range of 
losses, because the larger the range the 
greater will be the uncertainty as to the 
number of future losses. 

The second condition shown is the dif- 
ference in the average annual deviation 
from period averages. In Case 2, the de- 
viations range from zero to 5, and the 
average is 2.6 units, or 25.9 per cent. In 
Case 1, the deviations range from only 
one to two units, and the average is one, 
or only 10 per cent. Hence, there is sub- 
stantially less uncertainty as to future 
losses in Case 1 than in Case 2. This dif- 
ference would be reflected in insurance 
rates. 

The second illustration is in respect to 
certain assumed percentage earnings on 
$100 of investment, which is related di- 
rectly to the problems of utility rate regu- 
lation. In this illustration, it is assumed 
that in each of two cases the average re- 
turn over a seven-year period is the same, 
namely 7 per cent. But in Case 1 the 
range is from only 6.0 to 8.5 per cent, a 
difference of 2.5 percentage points; in 
Case 2 the range is from 4.5 to 10.0 per 
cent, a difference of 5.5 points. The aver- 
age percentage deviation in Case 1 is 10.2 
per cent; in Case 2, it is 26.5 per cent. 
Hence, the average return of 7 per cent 
in Case 2 is of a more speculative quality 
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TABLE 4 
ILLUSTRATIONS OF THE DIFFERENCE IN UNCERTAINTY, OR Risk, CAUSED BY A 
DIFFERENCE IN STABILITY 
First illustration: Assumed property losses per 100 units of property. 
Case 1 Case 2 
Deviation from Deviation from 
Year — Average for 7 Years sy sal Average for 7 Years 
Losses | Number of Number of 
Units Per Cent Units Per Cent 
8 --2 —20.0 5 —5 —50.0 
12 2 20.0 13 3 30.0 
9 -1 —10.0 7 -3 —30.0 
9 -1 —10.0 10 —0 0.0 
70 10 100.0 70 18 180.0 
10 1 10.0 10 2.6 25.9 
Range of losses.............. 8-12 5-14 
Second illustration: Per cent earned per $100.90 of investment. 
Case 1 Case 2 
Deviation from Deviation from 
Year Per Cent Average for ? Years Per Cent Average for 7 Years 
Earned | Number of Earned | Number of 
Units Per Cent Units Per Cent 
7.5 0.5 7.1 6.5 —0.5 7.3 
Js 8.5 1.5 21.4 4.5 —2.5 35.7 
49.0 5.0 71.2 49.0 13.0 185.7 
ap 7.0 0.7 10.2 7.0 1.9 26.5 
Range of per cent earned... .. 6.0-8.5 4.§-10.0 


than the same average in Case 1; and 
there is greater uncertainty as to what the 
future return in any year will be. From 
an investment standpoint, the conditions 
in Case 1 are more advantageous be- 
cause there is less uncertainty concerning 
future returns, based upon experience. 


Stability and Growth 


Although business stability is of pri- 
mary interest at this time, the factor of 
growth may not be ignored; for it is a 
desirable condition in a dynamic econ- 
omy. Its advantage may outweigh sta- 


bility. If two companies have about the 
same stability, but one enjoys a larger 
growth, it is the preferred enterprise. If 
one company has somewhat less stability 
than another but has experienced more 
growth, it will be more attractive to many, 
if not most, investors. Indeed in a grow- 
ing country, characterized by almost con- 
stant change, stability alone is not the 
usual expectation; growth has substantial 
value. In any event, the two should be 
considered jointly. 

The physical quantity of production or 
output is the first c »ndition to be exam- 
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ined in connection with both stability and —the 38 years, 1920-1957, and the 21 


growth. Comparisons of different indus- 
tries are given in Table 5 for two periods 
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years, 1937-1957. The facts shown may be 
summarized as follows: 


TABLE 5 


CoMPARISONS OF STABILITY AND GROWTH—PRODUCTION 
MANUFACTURING, ELectric AND Gas UTILITIES, AND RAILROADS 
Years 1920-1957 anp 1937-1957 


Instabilit Growth 
(Note A) (Note B) 
88 Years 1920-1957 
2. Manufacturing, nondurable goods........................ 8.25 3.72 
3. Electric generation by privately-owned companies.......... 9.59 6.74 
5. ton-miles of revenue freight.................... 21.46 2.02 
21 Years 1937-1957 
14.34 4.39 
2. Manufacturing, nondurable goods......................... 6.89 3.61 
3. Electric generation by privately-owned companies.......... 4.93 7.91 
5. Reailro: ton-miles of revenue freight.................... 18.11 2.63 


Note A: Average per cent deviation from trend, or growth, line. 


Note B: Average annual per cent rate of growth. 
Sources of basic data 


Items 1, 2 and 4-Federal Reserve Board indexes of production, 


Item 3—-Federal Power Commission. 


Item 5—Association of American Railroads, based upon official summaries of Interstate Commerce Commission. 


1. The production by all manufactur- 
ing industries was less stable than that 
of the electric utility industry, and there 
was less growth. 

2. Production by nondurable goods 
manufacturing was substantially as stable 
as that of the electric industry, but there 
was less growth. The high degree of sta- 
bility in nondurable goods manufacturing 
indicates the validity of comparison of 
such industries with utilities. 

3. Gas output over the 38-year period 
was highly unstable, but during the 21- 
year period it had a high degree of sta- 
bility. The growth exceeded that of elec- 
tric utilities in the shorter period. 

4. The business of railroads was ex- 
tremely unstable, and the growth was 
small. 

Comparisons of stability and growth in 
dollar volume of sales and profits after 
taxes on income are presented in Table 6. 
Several circumstances will be observed. 


1. The sales and profits of manufactur- 
ing corporations were less stable than 
those of electric and gas utilities and the 
Bell Telephone System, but the growth 
was more, except in regard to sales as 
compared with the Bell System. 

2. The sales of the Bell System had 
more stability than those of electric and 
gas utilities, and there was more growth. 
On the other hand, the profits of the Bell 
System were highly unstable, but ex- 
ceeded in growth those of electric and gas 
utilities. 

3. Dollar sales were more stable than 
profits, and sales had a larger growth, 
indicating that profits did not keep pace 
with sales. 

What accounts for the fact that the out- 
put of electric and gas utilities exceeded 
in growth the output of manufacturing 
companies (Table 5), but the growth in 
dollar sales and in profits was less (Table 
6)? The difference was due to declines in 
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TaBLe 6 
: Comparisons oF SraBILiIry AND GROWTH OF SALES AND PRorFITs 
MANUFACTURING, cTRIC AND Gas UTILITIES, AND BELL TELEPHONE SysTEM 
j Years 1937-1957 
Instability G 
(Note A) (Note B) 
A. Dollar sales: 
1. Manufacturing corporations. 13.01% 9.78% 
2. Electric and utility .52 8.05 
3. Classes A and B electric utility companies.............. 3.49 7.28 
B. Profits, after taxes on income: 
Manufacturing Corporations. 26.17 9.21 
2. Electric and utility 8.21 6.56 
3. Classes A and B electric utility companies.............. 10.89 5.68 


Items A-3 and 


Note A: Average per cent deviation from trend, or growth, line. 
Note B: Average ennuel per cent rate of growth. 


Sou of basi 
Teoma A-1, B-1, States Department of Commerce, National Income and Product Accounts. 
B-3—Federal Power Commission, Statistics of Electric Utilities in the United States, Privately Owned. 
Items A-4 and B-4— Moody's Investors Service. 


CoMPARISON OF Price CHANGES 
InpExEs, 1940= 100 
SeLecrep YEARS 1920-1957 


TABLE 7 


Utility Revenues 
Wholesale Prices Consumer Prices Per Unit Sold (Note) 
Other than’ Electricity Gas 
Year Farm Gas and 
Products| Elec- All Elec- *All Resi- *All Resi- 
All  jand Foods| tricity Gas Items | tricity Sales | dential | Sales | dential 
(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) 
1920] 196.4] 194.1 119.8 | 143.1 194.0 
1921} 124.2} 126.3 140.9 | 127.5 192.4 
1925} 131.7 | 123.6 124.3] 125.2 190.1 
1926 | 127.2] 120.4| 184.4] 121.9] 126.2 131.6 | 182.3 
1929; 121.1} 110.3| 127.0] 113.5] 122.4 124.8| 164.8 
1933 83.8 85.7 | 126.6} 118.9 92.3 129.1 | 143.8} 127.7] 118.7 
1935 | 101.8 93.8 | 117.9} 108.9 98.0} 104.9] 119.4] 130.5} 111.1] 114.9 
1940} 100.0} 100.0; 100.0/ 100.0; 100.0; 100.0; 100.0} 100.0! 100.0 
1945 | 134.6] 120.0 83.6 95.0 | 128.4 96.9 84.0 88.8 88.1 92.4 
1950 | 201.8] 176.8 88.5 | 100.5 | 171.6 98.8 87.9 75.0 91.5 86.4 
1955 | 216.6} 197.0 85.8 | 114.2} 191.2] 106.5 81.1 68.8 | 102.0 91.1 
1957 | 230.1 | 211.4 84.4] 118.7 | 200.7] 108.8 81.1 66.7 | 105.5 93.0 


* Sales to ultimate consumers. 
Note: Total electric utility industry. 


prices charged for electric and gas utility Two important factors in the financial 
service, in contrast with substantial in- operations of any large corporation are 
creases in the prices of industrial prod- the earnings and dividends per share of 
ucts, including materials and equipment common stock. In such earnings, indus- 


purchased by utilities (Table 7). 


trials have been less stable than electric 
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utilities, but industrials have had more 
than twice the growth (Table 8). Amer- 
ican Telephone and Telegraph Company 
has been less stable than electric utilities 
and has had much less growth. 

In dividends per share of common 
stock, there was little difference in sta- 
bility between industrials and electric 
utilities, 86.93 per cent compared with 
89.76 per cent, but industrials had over 
three times the growth. Although rail- 
roads were extremely unstable in earnings 
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per share, they were comparatively stable 
in dividends. 

With the greater stability in earnings 
per share of common stock, how did elec- 
tric utilities compare with industrials in 
stability of common stock prices? Both 
were unstable during the 40-year period, 
1918-1957, but electric utilities were 
slightly more so than industrials (Table 
9). However, industrial stock prices had 
over three times the growth of electric 


companies. 


TABLE 8 


CoMPARISONS OF STABILITY AND GrowTH—Common Stock EarNINGS AND Divipenps Per SHARE 
InpuUsTRIALs, ELectrric ~ TELEGRAPH ComPANY, AND RAILROADS 
EARS 


Instability Growth 
(Note A) (Note B) 

- Soe per share of common stock: 
3. American Telephone and Telegraph Company........... 9.16 1.79 
. Dividends per share of common stock: 
3. American Telephone and Telegraph Company........... 


nk Average per cent deviation from trend, or growth, 
Note B: Average annual per cent rate of growth. 
Source of basic data: Moody's Investors Service. 


line. 


TABLE 9 
ComMPARISONS OF STABILITY AND GROWTH IN Common Stock Market Prices 


INDUSTRIALS, ELECTRIC 


ERICAN TELEPHONE AND TELEGRAPH COMPANY, AND RAILROADS 


EARS 1918-1957 anv 1937-1957 
Instability Growth 
(Note A) (Note B) 
1918-1957 
Based on Standard and Poor’s weekly stock price indexes: 
1937-1957 
Based on Standard and Poor’s weekly stock price indexes: 
Consumers’ goods industries... ....... 13.50 6.02 
Based on Moody’s stock averages: 
American Telephone and Telegraph Company.............. 7.00 0.46 


Note A: Average per cent deviation from trend, or growth, 
Note B: Average annual per cent rate of growth. 


line. 
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During a shorter, 21-year period, 1937- 
1957, the prices of electric utility shares 
were less stable than those of manufac- 
turing companies in consumer goods in- 
dustries but more stable than the stock 
prices of companies in capital goods in- 
dustries. Again, however, the utilities had 
less growth. Since about 1948, the market 
prices of electric utility stocks have been 
somewhat more stable than the prices of 
industrial shares, but again there has been 
less growth. The comparable stability of 
the stock prices of electric utilities and 
companies in consumer goods industries 
suggests again the desirability of com- 
paring these industries. 


Operating and Financial 
Characteristics 

Comparisons of public utilities and 
other industries would be incomplete 
without observing the differences in their 
operating and financial characteristics, as 
revealed by various ratios. These differ- 
ences are shown by Table 10, for the 11- 
year period, 1947-1957; and they may be 
summarized briefly. 


1, Manufacturing companies had the 
highest earnings on property, on total in- 
vested capital, and on_ stockholders’ 
equity. 

2. Manufacturing companies had sub- 
stantially higher coverages of interest re- 
quirements than utilities. This is an im- 
portant reason why their bonds have sold 
at lower yields than those of utilities. 

3. Utilities had more of the sales dol- 
lar remaining as earnings, but the chem- 
ical industry fared well in this respect. 

4. Manufacturing companies had a 
more nimble sales dollar than utilities, the 
turnover of property and invested capital 
having been much more rapid than in the 
case of utilities. This is an important con- 
sideration. 

5. It requires a much longer time for 
utilities to recover their property invest- 
ment through depreciation accruals than 


it does for the manufacturing industry. 
This creates greater risk of incomplete 
recovery. 

The various ratios shown by Table 10 
are not all of equal significance from the 
standpoint of business risk or otherwise, 
but each has its own particular use. The 
more important ratios are brought to- 
gether in Table 11. These few ratios are 
now regarded as having great significance 
in business analysis, and much has been 
written on the subject in recent years, 
although public utilities have long known 
the importance of the ratios. 

The most significant ratio is the per- 
centage earned on net plant and inven- 
tories, although in some cases and for 
some purposes operating profit is ex- 
pressed in relation to gross plant, inven- 
tories, and cash, or to gross plant and total 
current assets. For our purposes, the re- 
turn on net plant and inventories is suffi- 
cient, and there is much in favor of this 
method. In any event, this ratio reflects 
most of the characteristics of a business 
and the results of all forces bearing upon 
an enterprise. Together with the return 
on total invested capital, it reveals the 
end results of all operations. 

While the percentage return on plant 
and inventories can be computed di- 
rectly, it is a product of two other ratios. 
These are the per cent of operating profit 
to sales, and the annual turnover of plant 
and inventories, as derived by the division 
of dollar sales by the amount of prop- 
erty. The profit-sales ratio multiplied by 
property turnover equals the per cent 
earned on property. 

What conditions are shown by Table 
11? The profit-sales ratio of electric utili- 
ties was much higher than for all manu- 
facturing companies, having averaged 3.7 
times as much. On the other hand, the 
turnover of manufacturing company prop- 
erty averaged 7.7 times the turnover of 
electric utility property. As a result, the 
per cent earned on manufacturing com- 
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pany property averaged more than twice 
that earned by electric utilities. 

With respect to property turnover, 
manufacturing companies on the whole 
turned over their net plant and inven- 
tories every 3.9 months. It takes electric 
utilities about 3 years to do so. A slow 
turnover, especially when the property is 
highly specialized, adds to risk. 

However, a comparison of the percent- 
age return on property has very limited, 
if any, significance, standing alone. The 
stability of return must be considered 
also, and it was more stable in the case of 
electric utilities than for the manufactur- 
ing industry or the Bell Telephone Sys- 
tem, item 4, Table 11. Nevertheless, even 
when the returns are adjusted for sta- 
bility, as in item 5, the return of the 
manufacturing industry was 1% times that 
of the electric industry and almost twice 
that of the Bell Telephone System, Rail- 
roads had the poorest record. 


Equating Earnings for Stability 


Finally, an important and essential step 
must be taken, which is equate earn- 
ings for differences in stability. This is 
accomplished by dividing the percentage 
return at 100 per cent theoretical stability 
of one industry (item 5, Table 11) by 
the stability of another industry. Thus, if 
the adjusted return of all manufacturing 
companies, of 10.15 per cent, is divided by 
the stability factor of 97.15 per cent fox 
electric utilities, the latter would have had 
to earn 10.45 per cent on net plant and 
inventories, instead of 5.97 per cent, to 
equal the average return of the entire 
manufacturing industry. There are few, if 
any, electric utilities that earn this much. 

But consider the food industry, which 
is certainly as essential as any utility serv- 
ice. It, like utilities, is a consumers’, non- 
durable goods industry. The return was 
relatively unstable, but even when ad- 
justed for stability, exceeded that of util- 
ity industries. When the adjusted return 


of the food industry is equated for the 
stability of the electric industry, we find 
that the latter would have had to earn 
7.58 per cent. 

When the electric utility industry and 
the Bell Telephone System are compared 
(the latter having had less stability), it 
is found that the Bell System would have 
had to earn 6% per cent, instead of 5.78 
per cent, to equal the return of electric 
utility companies, after adjustment for 
the difference in stability. 

The percentage return on net plant and 
inventories, by years, is shown by Table 
12, and at this point attention will be 
focused on electric utilities and the Bell 
Telephone System, and particularly in re- 
gard to stability. The return of the latter 
was less stable, whether viewed for the 
11 years, 1947-1957, or the longer 21-year 
period, 1937-1957. The Bell System return 
ranged from a low of 4.00 per cent to a 
high of 6.97 per cent, a difference of 2.97 
percentage points; that of electric utilities 
ranged from 5.73 to 7.03 per cent, a dif- 
ference of 1.30 points. Hence, the returns 
of the Bell System were accompanied by 
more uncertainty, and therefore were of 
inferior quality. 

Tables 11 and 12 do not provide infor- 
mation on manufacturing companies for 
a sufficient number of years to observe 
adequately differences in stability. This 
disadvantage is overcome in Table 13, 
which reports the per cent earned on in- 
vested capital by years from 1937 to 1957. 
This period is adequate. It does not in- 
clude the years of the Great Depression, 
which were far subnormal. There is a 
close similarity between the return on net 
plant and inventories and that on in- 
vested capital. 

Electric utilities had the most stable re- 
turn; manufacturing the least. Neverthe- 
less, for the returns of electric utilities on 
invested capital to have equalled those of 
the manufacturing industry during the 21 
years 1937-1957, electric utilities would 
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Public Utility Stability and Risk 


TABLE 12 


CoMPARISONS OF PER CENT EARNED ON NET PLANT AND INVENTORIES 
ArrerR FEepERAL INcoME Taxes, AND STaBILiry oF EARNINGS 
Years 1937-1957 


All Classes A and B Bell Natural Gas Class I 

Year Manufacturing | Electric Utility Telephone Pipeline Line-Haul 

Companies Companies System Companies Railroads 
(1) (2) (3) (4) (6) 

1937 N.A. 6.13% 6.44% N.A. 2.59% 
1938 N.A. 6.00 5.84 N.A. 1.64 
1939 N.A. 6.33 6.57 N.A. 2.60 
1940 N.A. 6.39 6.53 N.A. 3.01 
1941 N.A. 6.02 6.45 N.A. 4.42 
1942 N.A. 5.79 5.79 N.A. 6.57 
1943 N.A. 6.00 6.04 N.A. 6.02 
1944 N.A. 6.37 5.84 N.A. 4.90 
1945 N.A. 6.99 6.97 N.A. 3.86 
1946 N.A. 7.03 6.24 N.A. 2.86 
1947 17.75% 6.56 4.00 7.73% 3.58 
1948 17.95 6.05 4.48 7.45 4.49 
1949 13.08 6.26 4.55 6.25 2.99 
1950 17.26 6.13 6.00 6.25 4.44 
1951 13.18 5.73 5.65 6.14 3.91 
1952 10.31 5.87 5.65 5.86 4.32 
1953 10.43 5.83 5.74 6.01 4.34 
1954 10.00 5.84 6.02 6.12 3.39 
1955 12.54 5.99 6.49 6.86 4.36 
1956 11.82 5.99 6.38 6.90 4.08 
1957 10.57 5.82 6.27 6.64 3.46 

Averages* 
1937-57 N.A. 6.08 5.91 N.A. 3.90 
1947-57 12.52 5.97 5.78 6.48 3.94 
Average per cent deviation from period average 
1937-57 _ 4.28 8.97 _ 22.05 
1947-57 18.93 2.85 10.73 7.56 10.91 
Average adjusted for instability (Note A) 

1937-57 — 5.82 5.38 — 3.04 
1947-57 10.15 5.80 5.16 5.99 3.51 


Note A: Average percentage earned multiplied by percentage stability (100.00 per cent minus average percentage 


deviation). 
N.A. denotes not av: 
* Weighted average. 


have had to average 8.58 per cent, instead 
of 6.06 per cent, after equating for the dif- 
ference in stability. 


Subjective Appraisals of Risk 
The most objective and reliable ap- 
praisal of differences in uncertainty and 
risk is found in differences in stability. 
The next most reliable appraisal would be 
found in the security markets by reference 


jlehl, 


to yields on different classes of securities. 
This, however, is subjective, for it reflects 
the views and expectations of people as to 
investment risks and opportunities. 

A second kind of subjective appraisal 
would be an attempt to evaluate risk and 
uncertainty according to different causes. 
This method has serious weaknesses, be- 
cause opinions can reasonably differ as 
to the force of any cause and how it 
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TaBLe 13 


ComPaRIsONS OF PER CENT EARNED ON INVESTED CAPITAL 
Arrer Feperat Income Taxes, AND STABILITY OF EARNINGS 
Companies, Pusiic UTILiTIEs, AND RAILROADS 
Years 1937-1957 


tAll Classes A and B Bell Natural Gas Class I 
Year Manufacturing | Electric Utility Telephone Pipeline Line-Haul 
Companies Companies System Companies Railroads 
(1) (2) (3) (4) (6) 
1937 7.25% 5.87% 6.44% N.A. 2.70% 
1938 3.19 5.71 5.62 N.A 1.69 
1939 6.67 5.99 6.55 N.A 2.73 
1940 8.13 6.05 6.87 N.A. 3.14 
1941 10.78 5.78 6.16 N.A. 4.48 
1942 9.79 5.58 5.33 N.A. 6.38 
1943 9.64 5.76 5.72 N.A. 5.99 
1944 8.33 6.05 5.46 N.A. 5.04 
1945 6.32 6.59 5.59 N.A. 3.97 
1946 9.83 6.76 5.81 N.A. 3.06 
1947 15.06 6.47 4.17 7.23% 3.83 
1948 15.57 6.04 4.84 7.02 4.67 
1949 11.32 6.21 4.84 5.83 3.41 
1950 14.84 6.11 6.06 6.08 4.85 
1951 12.18 5.76 5.89 6.20 4.33 
1952 10.03 5.98 5.81 5.99 4.79 
1953 10.03 5.93 5.87 6.08 4.98 
1954 9.51 6.05 6.12 6.13 3.96 
1955 11.81 6.17 6.62 6.83 4.86 
1956 11.54 6.21 6.65 6.96 4.63 
1957 10.35 6.09 6.54 6.69 4.08 
Averages* 
1937-57 10.50 6.06 5.97 — 4.20 
1947-57 11.64 6.09 5.98 6.46 4.41 
Average percent deviation from period average _ 
1937-57 21.14 3.47 8.71 a 20.71 
1947-57 14.35 2.13 10.03 6.81 9.75 
Average adjusted for instability (Note A) 
1937-57 8.28 5.85 5.45 _ 3.33 
1947-57 9.97 5.96 5.38 6.02 3.98 
couree 1937-1946: Tatham, Jr., Charles, ‘“‘The Forgotten Factor in Fair Return’, Public Utilities 
* Weighted average. 
Note A: Average per cent earned on invested capital multiplied by percentage stability (100.00 per cent minus per- 
centage instability). 


N.A. denotes not available. 


operates on a particular industry or com- 
pany. For example, competition is a 
cause of uncertainty, but competition 
operates to some extent throughout the 
business world, including public utilities. 
Nevertheless, there can be assembled a 
summary of conditions favorable and un- 


favorable to different types of business. 
Such a summary will be offered but not 
elaborated upon at this time. For the 
purpose, comparisons will be made of 
public utilities and the manufacturing in- 
dustry, as a whole, both of which are 
broad classifications, because the risks of 


. 
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Public Utility Stability and Risk 


various types of utilities and manufactur- 
ing industries are not the same, as al- 
ready indicated by the returns and sta- 
bility of different industries. 


I. Risk Factors Favorable to Utilities. 


1. More stability in production, dollar 
sales, and profits, except profits of the Bell 
Telephone System. This results from 
greater stability in demand. 

2. Some diversification of sales by rea- 
son of sales to different classes of custo- 
mers. 

3. In the case of electric utilities, 
greater stability in residential than in in- 
dustrial service; but because of a low 
average price for industrial service, a 
comparatively small impact on profits of 
a decline in demand by industrial users. 

4. No foreseeable substitute for elec- 
tric or heat energy, or for transportation. 
This is not essentially the same as prod- 
uct or service obsolescence, as has been 
demonstrated in transportation. 

5. Protection against invasion of mar- 
kets, except by government, but the latter 
has been substantial in the electric in- 
dustry. 

6. Low operating ratio. 


II. Risk Factors Unfavorable to 
Utilities. 


1. Need to service all who desire serv- 
ice, and to provide long in advance for 
such service, and possible penalties for 
alieged failure to give satisfactory and 
adequate service. No assurance of de- 
mand that makes possible economic utili- 
zation of facilities when they become 
available. 

2. Restraints on curtailment of service 
and withdrawal from markets. 

3. Large investment in highly special- 
ized property and slow turnover. 

4. Long period of time for completion 
of major projects. 

5. Slow recovery of investment through 
depreciation charges. 
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6. Comparatively low return on prop- 
erty and invested capital. 

7. Government controls over prices, 
depreciation policies, and other matters. 

8. Threat of government ownership 
and adoption of tax-free government oper- 
ations as yardsticks for rates. 

9. No prospect for diversification, 
should it be desirable. (Southern Pacific 
Company has made an important step in 
this direction. ) 


III. Risk Factors Favorable to 
Manufacturing. 


1. Prices and other policies not subject 
to government controls or delays; prices 
are within judgment of management, sub- 
ject to competitive needs. 

2. No necessity to serve all or to ex- 
pand facilities, except to maintain com- 
petitive position. 

3. Freedom in choice of products and 
markets and to enter and leave markets. 

4. Product diversification. 

5. Rapid turnover of property invest- 
ment—property-sales ratio. 

6. Rapid recovery of investment 
through depreciation charges. 

7. Comparatively high average return 
on property and invested capital. 

8. No foreseeable substitutes for food, 
clothing, shelter, and many other manu- 
factured products, and possibility of prod- 
uct diversification. 


IV. Risk Factors Unfavorable to 
Manufacturing. 

1. Less stability in demand and pro- 
duction, except nondurable goods. 

2. Product obsolescence. (See product 
diversification. ) 

3. Competition among suppliers and 
products. 

4. Long period of time, in some indus- 
tries, for completion of major construc- 
tion projects, but no compulsion to con- 
struct. 

5. Generally high operating ratio. 


Conclusions 


1. All business enterprise has risk and 
an element of speculation. 

2. The most objective method for com- 
parisons of uncertainty is found in dif- 
ferences in stability, for the degree of in- 
stability affects the degree of uncertainty. 

3. The principal gauges of stability are 
percentage returns on property and in- 
vested capital, and not dollar sales or dol- 
lar profits. 

4. The amount and stability of earn- 
ings on net plant and inventories are sig- 
nificant factors in connection with risk 
and uncertainty, and the profitability of 
enterprise. 

5. Since the food industry is as essen- 
tial as any utility, this industry affords an 
appropriate basis for a comparison of the 
returns of electric, gas, water, and tele- 
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phone utilities. The tood industry is nei- 
ther highly profitable nor speculative, and 
it realized profits during the Great De- 
pression. 

6. When the earnings of the electric 
utility industry are equated to those of 
the food industry on the basis of dif- 
ference in stability, it is found that the 
former should have averaged 7.6 per cent 
on net plant and inventories, during the 
1l years 1947-1957. The same result is 
found when electric utilities are compared 
with the tobacco industry, which likewise 
realized profits during the depression 
years. 

7. When the earnings of the electric 
utility industry are equated to those of 
consumers’ goods manufacturing, the for- 
mer would have had to earn substantially 
over 8 per cent during the years 1937- 
1957. 
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INFLATION AND LIFE INSURANCE 
F. J. McDiarmp 


The Lincoln National Life Insurance Company 


Since 1940 the dollar has lost over half 
of its value. The shrinkage which this has 
caused in the real value of life insurance 
company assets over the past 17 years has 
more than equalled the net interest return 
earned on these assets before allowing 
for income taxes on this interest. In the 
eight years of heavy inflation from 1941 
to 1948, inclusive, the real net return on 
life insurance assets, allowing for the loss 
in the value of the dollar, was strongly 
negative. During the nine years of sub- 
sequent lesser inflation, only a low, posi- 
tive real return was earned. 

The technology of the life insurance 
business has been largely based on a com- 
bination of life contingencies and con- 
tractual-type investments, largely bonds 
and mortgage loans. Its structure has 
been reared on the conscious or uncon- 
scious assumption that the currency unit 
over an extended period of time would 
provide a reasonably satisfactory meas- 
urement of value or purchasing power. 
This assumption was necessary because 
in the case of many types of policy con- 
tracts long periods of time tend to elapse 
on average between the collection of pre- 
miums and the payment of benefits. Such 
periods vary greatly with the type of 
contract. In the case of group insurance 
or term insurance for relatively short 
terms, there is little time lag between 
premium collection and benefit payment. 
However, for retirement annuity contracts 
entered into at a relatively early age, this 
average time lag may cover several 
decades. 
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In the case of life insurance plans 
there is frequently a long lapse of time 
between the payment of premiums and 
the receipt of benefits. For example, in 
the case of a 20-payment life policy issued 
at age 30, the latest available mortality 
table indicates that this time lapse will 
average about 29 years. Such a period is 
long enough for inflation, even operating 
at the modest rate of 2 per cent per an- 
num compounded, to reduce the value of 
the currency unit in which the policy is 
paid by 44 per cent. 

Over the long period from 1800 to 1940, 
such records as are available indicate that 
the American dollar fairly well main- 
tained its value. Certainly there were in- 
flationary periods during or immediately 
after the War of 1812, the Civil War, and 
World War I. However, the important 
thing was that after each such period the 
dollar proceeded to regain, over a limited 
span of years, all or nearly all of the 
value which it had lost. The dollar of 
1910 was able to purchase considerably 
more in the form of basic commodities 
than the dollar of 1800. 

Unfortunately, the record of the dollar 
since 1941 has been entirely different— 
to date, at least. While inflation during 
and immediately after that war was to be 
expected, the hopes once held that after 
the war-created scarcities had been over- 
come, the dollar would regain some of 
its lest value have not been realized. In- 
stead, prices now seem to operate on a 
kind of ratchet system. They tend to rise 
and then stabilize until they are ready to 
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go up some more. No significant down- 
trend in prices has been noted within the 
past 17 years. 

The forces which seem to be working 
toward a declining value of money stem 
from the nature of today’s world and may 
be briefly summarized as follows: 


(1) Confusion in the world necessitates 
huge government budgets, swollen princi- 
pally by expenditures on armaments 
which are non-productive and inflation- 


ary. 

(2) The strength and militancy of labor 
unions have led to a wage-price spiral in 
which wages tend to outrun increases in 
productivity. 

(3) Economic pressure groups are an 
inflationary force tending to increase both 
prices and government spending. 

(4) The nations of the world and their 
currencies are no longer subject to the 
disciplines of the International Gold 
Standard which, no doubt, acted as a sta- 
bilizing force during the century which 
ended in 1930. 

With respect to all of the above condi- 
tions, the present situation is in sharp 
contrast with the period of relatively 
stable money to which attention has been 
drawn. Over that period, as a whole, the 
world enjoyed a relative degree of peace; 
and military establishments consumed 
only a small part of total production. 
Government budgets were low. For ex- 
ample, in the years 1911 to 1915, the an- 
nual expenditures of the United States 
Government averaged only $720 million, 
which is well under 1 per cent of its 
present expenditures. The recognized eco- 
nomic responsibilities of governments 
were strictly limited, and the maintenance 
of full employment was not considered to 
be one of them. It is no surprise, there- 
fore, that money under such conditions 
performed differently than it does today. 

The above-described situation faces the 
life insurance business with a difficult and 
cruel dilemma. While refusing to admit 


the inevitability of continuing substantial 
inflation and while meaning to fight it 
with every means possible, the industry 
may soon be forced to some type of hedg- 
ing operation against its possible continu- 
ance. To ignore what has already hap- 
pened and what many thinking people 
expect will continue to happen in some 
degree would probably force a _ with- 
drawal in substantial measure from 
some of the most important functions per- 
formed in the past, namely the encourage- 
ment of savings and the mobilization of 
capital. The handwriting seems already 
to be on the wall. At the end of 1946, 
79 per cent of total life insurance in force 
was in life and endowment forms while 
ten years later this percentage had de- 
clined to 56 per cent. In this ten-year 
span the growth in life and endowment 
insurance, adjusted for the declining pur- 
chasing power of the dollar, was not ma- 
terially in excess of the population growth. 
It is, of course, these types of insurance 
which are mainly instrumental in asset 
accumulation. 


When faced with a dilemma of this 
sort, one instinctively turns to see what 
others in even more extreme circum- 
stances are doing. The British Insurance 
Offices have had -to cope with an even 
greater loss in the value of their currency 
than has been experienced in this country 
to date. At the close of 1957 these Offices 
had close to 18 per cent of their total life 
insurance reserves invested in common 
stocks, with another 9 per cent invested 
in real property, or a total of 27 per cent 
in equity-type investments. The propor- 
tion thus invested has been growing rap- 
idly. One fine old company which has 
given a good performance for over a cen- 
tury and a half had over 41 per cent of its 
assets in common stocks alone. 


Also, if one looks at uninsured pension 
funds, whose assets incidentally have 
been growing at a relatively more rapid 
pace than that of the life companies, it 
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will be seen that about a quarter of these 
assets are in common stocks; and this pro- 
portion has been increasing rapidly. 

These developments suggest the need 
for some new thinking on the part of the 
life insurance people on this continent if 
the industry is to maintain its position as 
one of the principal mobilizers and guard- 
ians of popular savings. Such new think- 
ing seems to be required on both the in- 
vestment side and the actuarial side of 
the business. On the investment side the 
situation seems to point toward additional 
investments in equities, both in the form 
of common stocks and real estate, not on 
any revolutionary basis, but as a syste- 
matic hedging operation. The present 
level of the stock market certainly does 
not encourage impulsive action here. 

On the actuarial side, one is encouraged 
to attempt to devise new types of policy 
contracts in which a substantial part of 
the savings element would be invested in 
equities. Such contracts might offer re- 
liable fixed dollar protection in the event 
of death within an extended period of 
years. This period should be at least as 
long as that over which most people can 
rationally forecast their needs for insur- 
ance protection. The remainder of the re- 
serve, representing by far the greater part 
of the savings element, might be invested 
to a substantial extent in equities to pro- 
vide either insurance protection or a sav- 
ings accumulation after the initial fixed 
period, which would not represent a guar- 
anteed dollar amount. This would be done 
on the rather well substantiated belief 
that over a long enough accumulation 


period, say 20 years or more, equity ac- 
cumulations tend to turn out quite well. 

The problems and pitfalls of investing 
in equity-type media are not meant to be 
under-rated. Such investment calls for a 
high degree of skill, knowledge, and emo- 
tional stability—higher perhaps than that 
called for in the investment of funds in 
fixed-dollar contracts. It calls for an ade- 
quately-trained investment staff in which 
the company management reposes a high 
degree of trust. It also calls for facing the 
hard fact that common stocks inevitably 
tend to go down as well as up. Any com- 
pany investing therein should be prepared 
by its surplus position and other factors 
to absorb wide swings in the market value 
of its common stock holdings. Unless 
such a management can cultivate a phi- 
losophy that a 25 per cent decline in the 
market value of these holdings represents 
a buying opportunity and not a catas- 
trophe, it should probably not enter this 
field. In spite of all these factors, the 
record of common stocks as an accumu- 
lator of value over a long period has, in 
general, been superior to that of fixed 
dollar securities. Over a short period, of 
course, the results can be quite different. 

This paper, no doubt, has raised more 
questions than it can hope to answer. 
There are probably at the present time 
a number of obstacles, including legal 
ones, to putting some of the suggested 
ideas into effect. Some of these ideas may 
have superior alternatives. This paper, 
therefore, is in a sense exploratory, but it 
deals with a field which seems to require 
exploration at this time. 
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SELECTED UNEMPLOYMENT COMPENSATION BENEFIT 
PROBLEMS: DISREGARDED EARNINGS AND THE 
DETERMINATION OF LABOR FORCE STATUS 


THEODORE BAKERMAN 
Duquesne University 


This paper is concerned with two se- 
lected problem areas in the field of un- 
employment compensation. The paper 
does not attempt to offer definitive solu- 
tions, but it does present some of the basic 
issues and discusses possibilities for im- 
proving current practices. 

Many problems arising in connection 
with unemployment compensation are ex- 
tremely difficult to solve because of the 
subjective nature of the matters con- 
cerned. Attempts to arrive at workable 
measures frequently find themselves 
caught on a triple-horned dilemma con- 
sisting of the integrity of the system, 
equity for the individual, and solvency 
of the state unemployment compensation 
funds. Add an admixture of political 
pressures and the results are sometimes 
doubtful at best. 

Despite the drawbacks (and a paper 
dealing with problems must of necessity 
put emphasis on these), the positive 
achievements of unemployment compen- 
sation have been of high value. The bil- 
lions of dollars that have been channelled 
into the hands of workers’ families with 
a high propensity to consume have been 
of prime importance in keeping standards 
of living relatively high, as well as in sus- 
taining business activity. This in turn has 
reacted favorably on the level of employ- 
ment and on the unemployment compen- 
sation funds themselves. The unemploy- 
ment compensation benefits have helped 
to maintain the dignity and employability 


of the unemployed and to maintain family 
life on a normal basis. 

By and large, the monies that have 
been paid out have gone to the right 
people at the right time. In the follow- 
ing treatment, the reader would do well 
to bear these most important results in 
mind. 

Disregarded Earnings 

If the work is suitable, there is no 
substitute for actual employment, insofar 
as both the individual and the economy 
are concerned. Therefore, in achieving 
its other objectives, an unemployment 
compensation system should not diminish 
the incentive to seek work. Frequently, 
this matter is considered in relating UC 
benefits to regular weekly earnings. Be- 
cause, for the most part, benefits have not 
kept pace with rising wages, the pro- 
portion of weekly wages replaced by 
benefits has gone down over the period 
from the inception of the system to the 
present time. However, benefit durations 
have increased. 

The specific subject of the present sec- 
tion of the paper is the treatment of dis- 
regarded earnings. The provisions of all 
of the state laws in respect to this matter 
are such that under certain circumstances 
a man is likely to suffer a monetary dis- 
advantage from working as contrasted 
with not working as much but drawing 
more benefits. 

The following discussion of different 
types of disregarded earnings provisions 
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must be prefaced by the remark that 
few states pay any unemployment com- 
pensation benefits if earnings equal or 
exceed the maximum weekly amount to 
which the individual would be entitled if 
he had no earnings. 

In 37 states! the amount of earnings 
that is disregarded in the benefit compu- 
tation is set at a flat sum, regardless of 
the benefit amount to which the indi- 
vidual is otherwise entitled. These flat 
sums range from $2 to $10 a week. In all 
of these states there is a dollar for dollar 
offset of benefits for earnings when the 
amount disregarded is exceeded. 

There are some states where the total 
earnings disregarded is stated as a pro- 
portion of the weekly benefit amount to 
which the individual is otherwise entitled. 
In two states, this proportion is one-half. 
A third state in this group has a similar 
provision, with a flat sum set as a lower 
limit. In four other states in this group 
the proportion is set at less than one-half. 

A variation appears in four states where 

full benefits are paid if up to one-half of 
the benefit is earned, while one-half bene- 
fits are paid where earnings range from 
one-half to full benefits in amount. 
. In all of the 48 states for which infor- 
mation has been given up to this point, 
partial benefits are paid under some cir- 
cumstances, with these being reduced 
after earnings reach a certain point. How- 
ever, in Montana no partial benefits are 
paid. Here the greater of $15 or one 
day’s pay, including overtime, is disre- 
garded. 

There are two states where the exist- 
ence of any earnings at all will auto- 
matically reduce the amount of weekly 
benefits. In New York, benefits are re- 
duced by one-quarter for each day that 
is worked, provided that the total benefit 
amount is not equalled by earnings. In 
Kentucky, one-fifth of wages is disre- 


1 For the sake of brevity in presentation, the 
District of Columbia is referred to as a state. 


garded in the computation of benefits, but 
an upper limit applies which is similar to 
the New York provision. 

All states have one thing in common. 
There are ranges of earnings in each state 
which can be termed “areas of indiffer- 
ence.” For these ranges of earnings, the 
individual receives no more in total than 
he would if he had lower earnings. When 
taxes and other wage deductions are 
taken into account, the actual take-home 
pay of the individual is diminished 
through working. 

Under certain circumstances, the total 
income of the individual, disregarding 
taxes and other wage deductions, will be 
less in some ranges of earnings than at 
lower or higher ranges. This can occur in 
all states where no benefits at all are paid 
if earnings equal or exceed the amount 
of benefits to which the individual is 
otherwise entitled. It can also occur be- 
fore this limit is reached in states where 
either one-half or full benefits are paid. 

The treatment of disregarded earnings 
that will be proposed shortly is based on 
the premise that there should always be 
an incentive to work rather than to collect 
benefits. To maintain this incentive, it 
may be necessary to pay the individual 
more to work than not to work. The 
modifying “may” is inserted in the pre- 
ceding sentence because an individual 
who wants to continue to work for one 
employer (and in some other circum- 
stances) must take the short work-weeks 
with the full ones. However, there are 
also short-term jobs that may be taken 
or not without obvious continuing reper- 
cussions. 

Assuming that the work is suitable, the 
advantages to the individual and society 
of working rather than not working need 
little belaboring. This statement could be 
qualified in many ways, but these quali- 
fications can be taken into account by 
sufficient restriction of the definition of 
suitable work. 
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Unemployment Compensation Benefit Problems 


Although a benefits-and-earnings com- 
bination should always provide an in- 
centive for a man to work, an upper limit 
should be established at which no bene- 
fits are paid. If this is not done, then the 
individual may reach a point where his 
earnings and benefits combined are close 
enough to full-time earnings to diminish 
his incentive to earn more. Furthermore, 
beyond a certain point the need for addi- 
tional earnings to maintain the customary 
standard of living will have been sub- 
stantially reduced. In addition, it is im- 
portant to limit the administrative and 
financial impact on the unemployment 
compensation system. 

A method of treating disregarded earn- 
ings that satisfies these conditions is pre- 
sented in Table 1. Here it is assumed 
that the individual is entitled to a weekly 
benefit of $40 a week when fully unem- 
ployed and his average weekly earnings 
while fully employed are $80 a week. 

According to Table 1, if earnings are 
less than or equal to the weekly benefit 
amount, one-half of the earnings is dis- 
regarded in the computation of benefits. 
For larger earnings, up to and including 
130 per cent of the weekly benefit 
amount, one-half of. the earnings up to 
the weekly benefit amount and one-third 
of the excess are disregarded. For still 
larger earnings the same procedure is 
followed except that one-fifth of the earn- 
ings amount in excess of 130 per cent of 
the weekly benefit is disregarded. When 
earnings equal 167.5 per cent of the 
weekly benefit amount, no benefits are 
paid. Assuming average full-time weekly 
earnings at $80 a week, this point is $67, 
or 83.75 per cent of average weekly earn- 
ings while fully employed. 

Obviously, many variations of this 
schedule may be constructed which would 
be in keeping with the basic premise that 
it should always pay a man to work. In 
fact, other schedules may be preferable. 

Aside from providing an incentive to 


Table 1. 
Possible Disregarded Earnings and 
Benefits Schedule. 
(Entitlement to $40 a week for full 
unemployment ) 
Dis- Earnings 
regarded Not Dis- Total 
Earnings Earnings regarded Benefits Receipts 

$5.00 $250 $2.50 $387.50 $42.50 
10.00 5.00 5.00 35.00 45.00 
15.00 7.50 7.50 32.50 47.50 
20.00 10.00 10.00 30.00 50.00 
25.00 12.50 12.50 27.50 52.50 
30.00 15.00 15.00 25.00 55.00 
35.00 17.50 17.50 22.50 57.50 
40.00 20.00 20.00 20.00 60.00 
46.00 22.00 24.00 16.00 62.00 
52.00 24.00 28.00 12.00 64.00 
57.00 25.00 32.00 8.00 65.00 
62.00 26.00 36.00 4.00 66.00 
67.00 27.00 40.00 0.00 67.00 


accept work at all times, a system of this 
sort is likely to result in more accurate 
reporting of earnings by benefit recipients. 
The present system puts too great a 
strain on honesty because of the monetary 
loss that may result. 

The proposed method of treating dis- 
regarded earnings could werk in such a 
way that every time there was a reduc- 
tion in the work-week of those regularly 
employed, a flood of claims for small 
amounts would result. This effect would 
be lessened by the fact that the suggested 
schedule is based on benefit entitlement 
for full unemployment, rather than on 
average weekly earnings. Thus, those 
whose earnings are greater than those 
stated in the example would have to suffer 
greater proportionate declines in employ- 
ment before they would qualify for any 
benefits. Yet, in either circumstance a 
situation of this sort would have little, if 
anything, to do with maintaining the in- 
centive to take work. Some differentia- 
tion might be made through the use of 
“regular employer” and “other than regu- 
lar employer” clauses if it were found 
desirable. These do appear in some dis- 
regarded earnings provisions at the pres- 
ent time. A further control could be 
exercised through initial waiting period 


| ‘ 
’ 
| 
| 
| 
| 
| 
| 
| ae 
| 
| i 
| 
| 


66 The Journal of Insurance 


requirements. These could establish 
initial qualifying conditions at levels of 
earnings somewhat less than those which 
would entitle the individual to benefits 
as shown in Table 1. 


The Determination of Labor Force Status 

The question of labor force status has 
been a particularly difficult one in unem- 
ployment compensation. Fortunately, the 
status of the vast majority of claimants is 
usually clearcut. Where a problem does 
arise, however, it is often difficult to solve 
satisfactorily. 

Despite the fact that violations of the 
integrity of the system occur in a minority 
of cases and that the monetary impact 
on the unemployment compensation funds 
is not a major one, the situation is fre- 
quently exaggerated beyond its impor- 
tance. Unfortunately, attempts to arrive 
at workable solutions have, in many cases, 
operated to withhold benefits from those 
with genuine attachments to the labor 
force. On the other hand, the door is 
open, in numerous instances, to unde- 
served collection of benefits. 

As a prerequisite to obtaining benefits 
a person must be able to work and be 
available for work. A test of labor force 
participation comes at the time when the 
individual is actually offered a job. All of 
the states provide penalties in the event 
of refusal of suitable work without good 
cause. Yet, the event of a job offer may 
not occur during the unemployed person’s 
benefit duration. If there is lack of genu- 
ine attachment, then the opportunity for 
job offers will be avoided. 

The test of actively seeking work, 
which is applied in some states, means 
that the unemployed person must take 
steps to find work himself. He must re- 
port these steps in detail and checks are 
made on the accuracy of his statements. 
In the event that the unemployed person 
fails to meet established standards in his 
activity, he may be penalized through 
disqualification. The conditions involved 


in removing the disqualification vary from 
state to state. 

When a person really does not want 
work, he can satisfy the pro forma re- 
quirements of actively seeking work with- 
out really exposing himself to that possi- 
bility. The results of actual experience in 
applying this test have not put it in high 
favor. 

The root of the problem lies in the ina- 
bility of the state employment services 
to make sufficient job referrals to test the 
labor force relationship of unemployed 
persons on a broad scale. Employers, in 
general, have shown a great deal of preju- 
dice against these agencies, despite the 
fact that they have performed at times in 
outstanding fashion. 

Large numbers of employers have es- 
tablished channels for hiring, and many 
of them accomplish their purposes effici- 
ently. However, it is likely that greater 
efficiency would be realized if the ap- 
propriate governmental agencies were 
also used, The use of these agencies in 
no way precludes the use of existing ar- 
rangements. 

On the face of it, the use of state em- 
ployment services offers the greatest pos- 
sibilities for the reduction of frictional 
unemployment. The bulk of the unem- 
ployed are registered with these agencies 
as a necessary condition for receiving 
benefits. Therefore, most of the existing 
unemployed skills are on tap through 
these sources. What is lacking is the con- 
centration of job openings. 

Even under the best circumstances, all 
job openings could not be satisfactorily 
filled through the state employment serv- 
ices. New entrants to the labor market 
have no registration requirement. Fre- 
quently a job will be filled by someone 
leaving another job, without the inter- 
vention of unemployment. Beyond a cer- 
tain level the job requirements may be 
so personalized that these formal channels 
are not suitable. However, this still leaves 
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a large area for the work of the state em- 
ployment services. 

Possibly, an approach to improving 
conditions could be made through a 
change in the Federal Unemployment 
Tax Act. The allowance of experience 
rating credits could be made to hinge on 
the referral of vacancies that are open to 
non-employees of a firm to the appropri- 
ate state employment services. This 
would not mean exclusive referral. Such 
a plan could be qualified to leave out 
certain supervisory vacancies. 

Under the above circumstances a firm 
might never hire anyone referred to it by 
a state employment service. There would 
be no compulsion to do so. Some firms, 
set in their ways, would probably make 
it a definite policy not to hire those so re- 
ferred. In many instances a completely 
objective policy might dictate ignoring 
these referrals in favor of others that pro- 
vided more suitable workers. However, 
where vacancies are handled through the 
state employment services, it would ap- 
pear that most firms would find it to be 
in their own self-interest to hire on oc- 
casion some persons referred by state 
employment services. With continuing 
contact it seems likely that there would 
be an improvement in relations, more 
acceptable referrals, and greater hiring 
from these sources. 

Firms not favorably affected by experi- 
ence rating could ignore the state em- 
ployment services, with no tax disadvan- 
tage resulting. Yet, the objective of such 
a tax provision is not either complete or 
compulsory job placement. It is to bring 
about a circumstance where the unem- 
ployment compensation system would be 
provided with some of the necessary 
means for accomplishing the tasks with 
which it is charged. 

Should a law of this sort succeed in re- 
ducing unemployment insurance costs, 
this would create a possibility of tax re- 
ductions for employers. In the event that 


job offers are refused without good cause 
by those receiving unemployment com- 
pensation, there is a basis for determina- 
tion of attachment to the labor force. A 
negative determination, with subsequent 
disqualification, would serve as a cost-re- 
ducing factor. Job acceptance, on the 
other hand, would also have the obvious 
effect of reducing costs. 

Two broad groups of claimants — 
women and workers of retirement age — 
are likely to include a disproportionate 
number of individuals who lack a genuine 
attachment to the labor force. 


The characteristics of the labor market 
for women are such that the increased 
opportunity of state employment services 
to make referrals would be particularly 
effective. Because of their high rate of 
labor force entry and exodus, the ratio of 
job openings to unemployment tends to 
be higher than is the case in the labor 
market for men. This would not, of course, 
solve all problems connected with the de- 
termination of the labor force status of 
women claimants; but it is not intended 
to do that. Although there would prob- 
ably be a favorable influence on the de- 
termination of the labor force status of 
pregnant women, prejudice on the part 
of employers would mitigate against solu- 
tions. 

In the case of male and female workers 
of retirement age, who may or may not 
be receiving public or private retirement 
benefits, the effectiveness of a tax meas- 
ure of the sort proposed would be less 
marked than it would be with women of 
younger ages. The job opportunities for 
this group are not substantial. Neverthe- 
less, even though improvements would 
be limited, some progress would be made. 
Moreover, the forecasts of the age com- 
position of the labor force during the next 
decade are for an increasing proportion 
at the older ages. If the projected demand 
for labor is to be satisfied, there will have 
to be changes in hiring policy in relation 
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to older workers. These changes will tend 
to make the determination of the labor 
force status of these workers more feas- 
ible. 


Summary and Conclusions 


Two problems are analyzed in this 
paper. The first is the problem of main- 
taining the incentive of unemployment 
compensation recipients to accept work. 
The suggestion made is that disregarded 


earnings provisions of state laws should 
be so framed that it would always pay a 
person to work rather than not to work. A 
schedule of disregarded earnings is pre- 
sented to illustrate a possible solution. 

A second problem examined in the 
paper is the determination of labor force 
status. Here a tax provision to encourage 
the use of state employment services and 
the complications of such a provision are 
discussed. 
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COMPREHENSIVE MEDICAL SERV- 
ICES UNDER VOLUNTARY HEALTH 
INSURANCE. By Benjamin J. Darsky, 
Nathan Sinai, and Solomon J. Axelrod. 
Harvard University Press, Cambridge, 
1958, xx + 392 pages. $7.50. 


Reviewer: O. D. Dickerson, Associate 
Professor of Insurance and Real Estate, 
Florida State University. 


How comprehensive is “comprehen- 
sive”? How high is up? This book is a 
study of an insurance plan providing 
comprehensive medical services. Its gen- 
eral conclusion is that such “compre- 
hensive” services can be provided safely 
and economically by voluntary health in- 
surance in a way which can make the 
medical profession and the insured public 
happy. Unfortunately, the results of this 
study have been reported by some media 
in such a way as to imply that they apply 
to comprehensive health services of all 
types and that such services can be of- 
fered safely by voluntary insurers without 
recourse to policy controls which require 
the insureds to share a portion of the loss. 
This may or may not be the case, but it 
can not be proven validly from this par- 
ticular study. 

The study analyses the coverage and 
operations of Windsor Medical Services, 
Inc. of Windsor, Ontario and the atti- 
tudes of physicians and the public to- 
wards the plan and towards health in- 
surance in general. The Windsor plan 
provides comprehensive coverage of the 
fees of physicians, including the services 
of specialists and surgeons, without re- 
quiring hospitalization or disability as a 
prerequisite of benefit eligibility. Services 
covered include confinements, consulta- 
tions, examinations, anesthesia, pre- 


( 69 ) 


ventive services such as inoculations, and 
radium and deep x-ray treatment. How- 
ever this is far from comprehensive health 
insurance. The contract specifically ex- 
cludes workmen’s compensation cases; 
cosmetic and beautifying surgery; insti- 
tutional care for tuberculosis, mental ill- 
ness, feeble-mindedness and epilepsy; 
drug addiction; and venereal disease. The 
covered services do not include hospitali- 
zation, dental, ambulance or nursing serv- 
ices, drugs, vaccines, biological sera or 
extracts or their synthetic substitutes, eye 
glasses, special appliances, oxygen or 
physiotherapy including diathermy, nor, 
presumably blood and plasma. An asso- 
ciated Blue Cross plan provides conven- 
tional basic hospital insurance. Thus the 
coverage is far from complete coverage 
of all expenditures for medical care. 
While broader than many contracts as to 
amounts covered, it is narrower than most 
of the contracts referred to as “major 
medical” or “comprehensive” in the types 
of treatment covered. Participating phy- 
sicians (96 per cent of those in practice in 
the area) agree to accept the fee schedule 
of the plan as full payment for covered 
services for single subscribers with in- 
comes under $4,000 per year and for 
families with incomes under $6,500. Thus 
the plan may be classified as a “partial 
service” plan. 

The minutes and other records of 
Windsor Medical Services. served as the 
source of most of the background infor- 
mation, but the heart of the study con- 
cerned the attitudes of the participating 
physicians and of the public and the utili- 
zation of services. Questionnaires were 
sent to all practicing physicians in the 
community and to an area probability 
sample of about one per cent of the 
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general public. Interviewers were used to 
make sure that the questions were prop- 
erly and completely answered. 

With recognition of the limitations of 
the study as brought out above, we may 
consider briefly the questions the study 
attempted to answer and the author’s con- 
clusions. 

1. Is there a need for comprehensive 
benefits? Yes, physicians care in 
home and office constitutes an eco- 
nomic burden for some individuals. 

2. Is coverage of physicians’ services 
for home and office care feasible 
from an actuarial standpoint? Yes, 
actuarial predictions of utilization 
may be made. Insurance principles 
are applicable. 

3. Is the public willing to pay for the 
increased costs of comprehensive 
physicians’ care? Yes, the public 
will select the more costly compre- 
hensive plan. 

4. Is there abuse of service by sub- 
scribers? No, the pattern of utiliza- 
tion is in general the same, regard- 
less of the payment mechanism. 

5. Is the physician-patient relationship 
affected adversely No, its stability 
is probably enhanced. 

6. Is the administrative cost of proc- 
essing low-cost claims so high in re- 
lation to the claims themselves as to 
render this type of care uneconomi- 
cal? No, the cost represents less 
than 2.5 per cent of the average 
claim. 

This reviewer questions the generality 
of some of these conclusions on the basis 
of the data submitted He is particularly 
concerned with conclusions 1, 3 and 4. 
The data supporting conclusion 1 seem to 
indicate that only two persons in 100 in- 
cur costs for physicians’ home and office 
visits in excess of $200 per year and only 
five per cent incur such costs in an 
amount between $100 and $200. These 
figures refer to all illnesses. For illnesses 


not involving hospitalization, only 4.2 per 
cent of persons who received services in- 
curred costs in excess of $51.00 per year. 
The proportion of all persons would, of 
course, be less. These figures are based on 
the persons who had no insurance, since 
for those with either W.M.S. or other in- 
surance, cost figures were computed after 
considering the leveling effect of insur- 
ance. One may well question whether 
costs which rarely exceed $100 per year 
are, in fact, “important” enough to clearly 
indicate a “need for comprehensive bene- 
fits.” One suspects that costs of antibi- 
otics, nursing services, blood, plasma, and 
appliances may be far more unevenly 
divided and represent a much more 
worthy area for coverage, even if controls 
in the nature of percentage participation 
prove necessary. 

Conclusion 3 seems amply supported 
by the data, but its implications are far 
less broad than a general statement would 
imply. Apparently people in Windsor 
think that coverage of this type is im- 
portant and are willing to pay for it. 
However, this should not be extended to 
imply that people in Windsor, or any- 
where else, know what is good for them. 
Apparently the only comparison they 
were asked to make was between a plan 
such as W.M.S. and a plan providing 
narrower coverage of the same type of 
physicians services. It would be interest- 
ing to know how they would answer a 
question that gave them the choice, for a 
limited premium dollar, of coverage of 
physicians’ home and office visits or cov- 
erage of nurses fees, blood, antibiotics, 
and appliances. Moreover, the people of 
Windsor are undoubtedly conditioned in 
their attitudes by the type of plan to 
which they have been exposed for the 
past twenty years and which has by now 
enrolled over 85 per cent of the popula- 
tion. 

Conclusion 4 seems to overstate the 
case. Apparently the authors felt that 
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“abuse” would be indicated only if a 
series of figures showed consistently 
higher utilization by W.M.S. subscribers 
than by those with other insurance, and 
by these than by those with no insurance. 
Some, but not all of their figures showed 
this relationship; so they conclude that 
there is little evidence of “abuse”. While 
“abuse” is a strong word, an examination 
of the data indicate that insurance does 
affect utilization. W.M.S. subscribers use 
the home and office services of physicians 
to a greater degree than do either of the 
other groups. However, those with “other” 
insurance seem to use the hospital more 
and other services less than either W.M.S. 
subscribers or those with no insurance. 
Since the “other” insurance plans are 
likely to cover only in the hospital or only 
if the patient is hospitalized, this effect is 


not surprising. The differences are not 
great, but seem to be real, and the au- 
thors’ conclusion as to no “abuse” should 
not be broadened to imply that there is 
no effect on utilization rates. Whether 
such differences in utilization indicate 
abuse depends on whether the services 
are in fact reasonable and necessary from 
a medical viewpoint. The study does not 
explore this question, except to explain 
the control mechanism in the W.M.S. 
plan. We can only conjecture as to the 
effects of the plan on utilization in the 
absence of such controls which include 
the right to reduce the payments to phy- 
sicians where services are considered un- 
necessary or fees too high. The following 
tabulation includes a few selected figures 
from the book which tend to support this 
reviewer's conclusions. 


TABLE 1 
UrmizaTION OF MEDICAL SERVICES BY INSURANCE STATUS 
W.M:.S. Persons with Persons with 
Item other insurance no insurance 

1. Probability of receiving 

physicians’ service per year....... 0.68 0.58 , 051 
2. Average number of services 

per person receiving some 
3. Average number of services 

per person in group............. 4.2 2.58 2.68 
4. Hospital admission rate 

0.166 0.183 0.067 
5. Average hospital stay (days)..... 8.6 8.6 11.0 
&. Hospital days per 1,000 

persons per year................ 1,595 1,650 762 
7. Proportion having “regular doctor” 91.5% 85.0% 75.5% 
8. Proportion using specialist 

9. Proportion using five or more 

physicians’ services per year...... 39.0% 32.8% 29.4% 


There are a few specific criticisms that 
should be made. On pages 48-49 the au- 
thors indicate that the technique of re- 
imbursing participating physicians at a 
rate of 90 per cent of total billings makes 


possible “some functions that, while valu- 
able, might be questioned if all were 
charged to subscriber premiums . . . for 
example, . . . group life insurance for its 
membership. . . .” Realistically now, 
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where does the money come from if not 
from premiums? Perhaps the most start- 
ling statement in the book appears on 
page 234: “The differential pricing of 
premiums, whereby the cost of protection 
is lowered for select or favorable risk 
groups and raised for subscribers in un- 
favorable risk groups, is socially un- 
sound.” Aside from the technicality that 
the authors are talking about probabilities 
of loss, not risk, the statement is surpris- 
ing. One hardly expects to find such a 
blatant value judgment, entirely unsup- 
ported by the data of the survey or by 
any reasoning of the authors, at the end 
of an otherwise well-documented and sta- 
tistically-sound study. Almost every ele- 
mentary insurance textbook does a fairly 
adequate job of developing the thesis that 
the only equitable premium structure is 
one which classifies exposures in accord- 
ance with probability of loss. 

The study does make a worthwhile 
contribution to the literature of health in- 
surance, and the authors, the University 
of Michigan, and the Health Information 
Foundation are to be commended. The 
conclusions as to the low cost of claim 
processing, the popularity with both phy- 
sicians and the public of broad coverage 
of physicians’ fees, and much of the 
underlying data will be useful for many 
years to come. The authors have done a 
commendable job of presenting a great 
mass of data, documented so fully that 
even book reviewers can draw their own 
conclusions from the data. 


PENSIONS. By James A. Hamilton and 
Dorrance C. Bronson. McGraw-Hill Book 
Company, Inc., New York, 1958. xii + 
410 pages. $8.00. 


Reviewer: Robert E. Larson, Professor of 
Actuarial Science, University of Nebraska. 

This book is intended to serve as a text 
and reference on the subject of pensions. 
As stated in the preface, the authors have 


set themselves the difficult task of effect- 
ing a balance between “the highly tech- 
nical actuarial aspects of pensions and the 
too-elementary approach.” It is the opin- 
ion of this reviewer that the authors have 
done a very commendable job and that 
this book will be a standard reference for 
several years. 

Most of the book is well written, avoid- 
ing the heavy scholarly language of Bron- 
son’s Concepts of Actuarial Soundness in 
Pension Plans. 

The book is as complete as anyone 
could reasonably expect in a single vol- 
ume on a complicated subject. Among the 
topics covered are types of benefits, basic 
provisions, Social Security, governmental 
regulation, funding methods, actuarial 
principles and valuation, profit sharing 
plans, negotiated pension plans, and 
widow’s benefits. 

The truth is that writing a review of 
this book is difficult because it is hard to 
be critical. This reviewer has only two 
serious criticisms, and they may not really 
be serious. The first is that the authors 
sometimes discuss the pros and cons of a 
controversial subject without stating their 
own position in so many words. Although 
this is good technique for writing exami- 
nations and is the safe way to write a 
book, this reviewer would have preferred 
a statement of the authors’ position. The 
second criticism is that the authors failed 
to emphasize one important argument for 
fully funding current service benefits in 
public pensions below the federal level. 
Perhaps the basis for both of these criti- 
cisms can be illustrated by referring to 
the last two pages of the chapter on Valu- 
ation. 

One paragraph from these two pages 
reads: 


One of the prime reasons for concern 
with reserve liabilities is the continual risk 
of business mortality. When the business 
dies, the employee payroll vanishes, and 
without reserve assets pension promises 
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die, too. But there are organizations that 
are not subject to “business mortality” and 
that may, for practical purposes, be re- 
garded as perpetual. Such organizations 
are the state and federal governments, per- 
haps municipalities, highly endowed funds 
or foundations, governmentally subsidized 
institutions, and other quasi-public enter- 
prises. The reserve basis of plans organized 
or sponsored by this type of institution 
may well be different from that of plans 
found in business. It is an entirely perti- 
nent question whether a high degree of 
reserve financing is always necessary, or 
even desirable, for the plans of these insti- 
tutions. It is true periodic actuarial valu- 
ations of these systems should be con- 
ducted, but it is by no means unanimously 
conceded that sufficient assets need to be 
on hand to balance the reserve liabilities. 


Despite several readings of this para- 
graph, this reviewer is not sure whether 
or not the authors favor full reserve fund- 
ing. From various statements in the book, 
it is this reviewer’s impression that the 
authors do not favor full funding at the 
federal level and do favor it for small 
governmental units. There is very little 
clue to their opinion regarding full fund- 
ing at the state level. 

State pension plans are constantly 
under pressure for improvement, where 
improvement means an increase in bene- 
fits. Unless benefits are paid for as they 
are earned, there may be considerable 
confusion regarding the cost of proposed 
improvements. The danger is that future 
generations of taxpayers may be saddled 
with an uncomfortably large pension cost 


because the improvements appeared to . 


cost nothing in the year or years immedi- 
ately following the passage of the legisla- 
tion. 

It may be desirable to emphasize that 
these criticisms are in no sense an attack. 
The authors have done an excellent job 
and are to be congratulated. 


INSURANCE PRINCIPLES AND 
PRACTICES. By Frank Joseph Angell. 


The Ronald Press Company, New York. 
1959. 894 pages. $7.50. 


Reviewer: C. Arthur Williams, Jr., Pro- 
fessor of Economics and Insurance, Uni- 
versity of Minnesota. 


The appearance of a new insurance 
principles text is always an important oc- 
casion. At many schools the only course 
in insurance is a course in insurance prin- 
ciples and at institutions with several in- 
surance courses the students in the prin- 
ciples class usually outnumber by far the 
students in all the other insurance courses 
combined. Perhaps the most important 
reason, however, for the careful inspec- 
tion of a new insurance principles book 
is the role that the text used in this intro- 
ductory course plays in molding the 
opinions of students and fellow members 
toward insurance courses in general. 

Professor Angell’s book is an excellent 
traditional treatment of insurance prin- 
ciples. The text is complete in its cover- 
age, well-written and easy to understand, 
and attractive in its format. Some ex- 
amples of features which appealed to this 
reviewer are the reference to the distinc- 
tion between subjective uncertainty and 
objective uncertainty (p. 4), the table 
indicating the written premium volume 
by line of insurance (p. 31), the recog- 
nition that in some states legally there are 
no brokers (p. 48), the concise but com- 
prehensive description of the liability 
hazard (pp. 245-257), the chapter de- 
voted to business life insurance (Chapter 
24), and the pages devoted to life insur- 
ance trusts (pp. 566-569). All sections 
dealing with legal questions demonstrate 
a greater than average knowledge of the 
law. 

Some errors were discovered, however, 
which are surprising in view of the au- 
thor’s obviously excellent acquaintance 
with the insurance business. These errors 
are of relatively minor importance when 
compared with the vast amount of ma- 
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terial contained within the almost 900 
pages of text, but the reader should be 
aware of their presence. Some samples 
are the following: The term multiple for 
a three-year policy is reported as 2% 
despite the recent changes in term dis- 
counts (p. 176); the right of sole pro- 
prietors to purchase a family automobile 
policy is not recognized (p. 319); second 
injury funds are discussed as if they were 
all narrow coverage funds (p. 351); stock 
life insurers are characterized as never 
paying policyholder dividends (p. 562); 
and the legal reserve of a life insurer is 
defined as a fund (p. 554). 

The title of the book will surprise many 
insurance teachers. Insurance Principles 
and Practices is also the title of another 
excellent text which is now in its fourth 
edition and a different title for this new 
text would have been more appropriate. 

The discussion of insurance pricing 
procedures is detailed and above average 
in many ways, but it does present some 
problems for the instructor. First, pricing 
is discussed in connection with each line 
of insurance and in a “functional” chap- 
ter. There is always the danger of repeti- 
tion in such an approach, and the mate- 
rial on fire insurance pricing in the text 
appears to be unnecessarily repetitive. 
Second, the author apparently believes 
that rate application should be described 
in the line chapters and rate making in 
the functional chapters (and this division 
makes considerable sense) but this split 
is not uniformly observed. For example, 
both life insurance rate making and rate 
application are discussed in the line chap- 
ter. Finally, the author's choice of specific 
property and liability insurance premium 
structures for more detailed discussion 
in the functional chapter on rate making 
is difficult to explain. He chooses fire in- 
surance, Ocean marine insurance, and 
theft insurance. 


The orientation of the text was a bit 


disappointing to this reviewer but many 
insurance teachers and students will not 
share this disappointment. The text is 
divided into six parts. Part I deals with 
risk and insurance. Part II covers the in- 
surance contract including fundamental 
legal principles, common policy pro- 
visions, and common company practices 
and procedures. Part III discusses fire 
and marine insurance contracts in the 
usual fashion, while Part IV does the 
same for casualty and surety insurance 
contracts. These two parts also include 
the line material on rate making. It is 
interesting to note that the author places 
accident and sickness insurance, social in- 
surance and multiple line coverages in 
the casualty insurance category. Life in- 
surance is discussed in Part V. Part VI, 
which is titled “Management and Regu- 
lation,” considers the history of insurance, 
the types of insurers, underwriting, rate- 
making, claims administration, insurance 
finance, and regulation. In short the 
topics discussed and the order in which 
they are presented are traditional. At a 
time (1) when several excellent tradi- 
tional texts are available and (2) when 
many prominent educators (for example, 
see the Ford and Carnegie Foundation 
reports on business school curriculums ) 
have questioned the value of traditional 
insurance courses in the curriculums of 
schools of business, new insurance texts 
are needed which break away from the 
established patterns and present new ma- 
terial and old material in new and chal- 
lenging ways. The future of insurance 
education may be at stake although not 
all will agree that the situation is this 
serious. 

These criticisms are mild, however; and 
this text will undoubtedly be well-re- 
ceived. The traditional approach is still 
followed in most courses in insurance 
principles, and this text has a great deal 
to recommend it for use in these courses. 
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HEALTH INSURANCE. By O. D. Dick- 
erson, Irwin, Inc., Homewood, Illinois, 
1959. 500 pages. $6.00. 


Reviewer: John M. Briggs, Assistant Pro- 
fessor of Insurance, New York Univer- 
sity. 

For many years, there has been a need 
for an authoritive and comprehensive 
analysis of the accident and sickness busi- 
ness. This need has been met in an ex- 
tremely capable fashion by Dr. Dicker- 
son’s publication. 

The book maintains an admirable bal- 
ance between principles and practices 
without too much emphasis upon either. 
There are frequent quotations from acci- 
dent and sickness policies currently in 
use, and yet this practice is not overdone. 
Persons in the industry will appreciate 
the “practical tone” of the book, but the 
treatment is scholarly in every sense of 
the word. 

The presentation of the material fol- 
lows a logical sequence. Part I gives a 
general picture through a discussion of 
the overall problem of health, techniques 
of prevention and treatment, the financial 
consequences of health losses and ways 
of dealing with these losses, and the basic 
legal fundamentals of health insurance 
contracts. Part II discusses expense cov- 
erages, and income coverages are taken 
up in Part III. The author's method of 
presentation is unusually systematic. 
Each chapter starts with a consideration 
of the nature, historical development, and 
current importance of the coverage. This 
is followed by an analysis of the type of 
benefits provided. In most cases, brief 
quotations from policy clauses are in- 
cluded in the explanations. Consideration 
is given to any special policy provisions, 
methods of marketing, etc. The restric- 
tions and exclusions found in current con- 
tracts are discussed, together with the 
question of renewability and the term for 


which the policy is written. Under a sub- 
section called “problems and issues”, the 
author gives a general evaluation of the 
coverage from such standpoints as ad- 
vantages and disadvantages, probable fu- 
ture development, major underwriting 
and claims problems, sales appeal, and 
the like. Part IV is concerned with the 
operations of insurance companies and 
other insurers from the standpoint of 
underwriting, rate making, reserves, 
claims, distribution, and regulation. The 
chapter on rate making is particularly 
noteworthy for its thorough discussion of 
the pure premium, loss ratio methods, and 
experience rating. 

The chapter on distribution is some- 
what unique, inasmuch as there is a short 
discussion of the sales process, commis- 
sion rates, and general methods of market- 
ing health coverages. There is also a brief 
but well prepared discussion of program- 
ming principles and possible business 
uses of this type of insurance. 

The author's style of writing is smooth 
and easy to follow. For this reason the 
text should be popular with students who 
may be adverse to the expenditure of too 
much mental effort in seeking to grasp 
an author’s meaning. At the same time, 
the book is authoritative in nature and 
shows evidence of wide and careful re- 
search. 

The presentation of fairly complicated 
principles in easily understandable form 
is a definite asset to the book. Among 
other virtues, the book contains a compre- 
hensive list of selected references and a 
reasonably complete summary at the end 
of each chapter. A considerable number 
of helpful tables and diagrams are also 
included. 

There is often a tendency for authors 
to overstress those aspects of a subject 
which are of particular interest to them. 
Fortunately, this has not happened, and 
a balanced consideration is given to the 
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many aspects of the subject which are 
discussed. 

In the reviewer's opinion, this text is 
the obvious choice for any accident and 
sickness course and for collateral reading 


assignments in life and casualty courses. 
It represents an important contribution to 
the literature of insurance and is certainly 
worthy of careful study by any one inter- 
ested in this field. 
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INSURANCE ASSOCIATION PUBLICATIONS 


Educational and Risk Management Organizations 


AMERICAN COLLEGE OF LIFE UNDERWRITERS Mr. Hersert C. Graesner, Dean, 
3924 Walnut Street, Philadelphia 4, Pennsylvania. 
Publications: C.L.U. Study Guides. 5 parts. $4.50 each. 
Teachers Manuals. 4 parts. Available to teachers of the respective parts with- 


out charge. 
Practice of Life Underwriting by Harold W. Gardiner. A text and case book. 


$4.50. 

Chartered Life Underwriter Questions and Answers. Published in the Spring, 
with questions for the examinations given the previous June and answers. 
$1.50. 

Management Education Program, Study Guides. For Management Education 
Examinations. Two parts. $4.50 each. 

Teachers Manuals. 2 parts. Available to instructor without charge. 


THE AMERICAN INSTITUTE FOR PROPERTY AND LIABILITY UNDERWRITERS, INC. 
Dr. Harry J. Loman, Dean, 3924 Walnut Street, Philadelphia 4, Pennsylvania. 
Publications: Announcement. Revised annually. Free. 

Questions and Composite Answers. Published annually to cover the material 


on the five C.P.C.U. examinations. $1.50 per set. 
Topical Outlines. Guides to the study of material covered on the five examina- 


tions. Revised annually. 25 cents per part. 
Guide Book for C.P.C.U. Study. $1.00 per copy. 


AMERICAN MANAGEMENT ASSOCIATION Mr. THERON STRENK, Insurance Di- 
vision Manager, 1515 Broadway, New York 36, New York. 


Publication: Current Trends in Corporate Insurance. AMA Management Report No. 7. $3.00. 


AMERICAN SOCIETY OF CHARTERED LIFE UNDERWRITERS Paut S. Mus, C.L.U., 
Managing Director, 3924 Walnut Street, Philadelphia 4, Pennsylvania. 


Publications: The C.L.U. Journal. A quarterly publication. $5.00 per year. $1.50 single 


copy. 
Query. A monthly mailing piece for members of the Society. 


AMERICAN SOCIETY OF INSURANCE MANAGEMENT, INC. Mr. Peter A. Burke, 
Managing Director, 8 West 40th Street, New York 18, New York. 


Publication: National Insurance Buyer. A bi-monthly publication. $5.00 per year. 


Note: The Society has granted a number of honorary memberships to insurance educators 
in this country. It is also working with these and other teachers to encourage the de- 
velopment of risk management courses in colleges and universities. 


ASSOCIATION OF SUPERINTENDENTS OF INSURANCE OF THE PROVINCES OF 
CANADA Mak. Roy B. Wurreneap, Superintendent of Insurance of Ontario, 
145 Queen Street West, Toronto 1, Ontario, Canada. 


Publication: Proceedings. Including conference reports, discussions, and resolutions. $5 per 
copy. 
(77) 
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CHAMBER OF COMMERCE OF THE UNITED STATES Mr. A. L. Kirxpatricx, Man- 
ager, Insurance Department, 1615 H Street, N.W., Washington 6, D.C. 
Publications: Look a to Your Retirement. Single copies free. Special price on quan- 

tity orders. 
Analysis of Workmen’s Compensation Laws. $1.00 each. 
Major Medical Expense Insurance. $ .25 each. 
A Look at Modern Health Insurance. $1.50 each. 
Health Insurance for the Older Citizen. $ .25 each. 


THE CHARTERED INSURANCE INSTITUTE Mr. H. A. L. Cockere., Secretary, The 
Hall, 20 Aldermanbury, London, E.C.2, England. 
Publications: Sixty Years of the Chartered Insurance Institute. H. A. L. Cockerell. 
The Chartered Insurance Institute Yearbook 1958-59. A formal account of 
the Institute’s work, its officers and committees. 
French for Insurance Officials. E. A. Pearce and W. A. Dinsdale. 
Spanish for Insurance Officials. A. C. S. Brown and W. A. Dinsdale. 
The Journal of the Chartered Insurance Institute 1959. Volume 56. 
Insurance—A Career for Girls. A careers pamphlet. 1958. Free. 


CONFERENCE OF ACTUARIES IN PUBLIC PRACTICE Mr. Harry S. TresseL, Secre- 

tary, 10 S. La Salle Street, Suite 1300, Chicago 3, Illinois. 
Publication: The Proceedings. Published annually, containing papers and discussions at the 
previous annual meeting, and also containing the current listing of members, 


officers and directors. The current volume (Volume VIII) is now available, 
as well as a limited supply of Volumes I-VII. 


THE CHARLES W. GRIFFITH MEMORIAL FOUNDATION FOR INSURANCE EDUCA- 
TION Dr. Joun S. Bickiey, Executive Secretary, The University of Texas, 
Austin 12, Texas. 


Publication: A Career in Insurance. Free. 


THE S. S. HUEBNER FOUNDATION FOR INSURANCE EDUCATION Dr. Dan M. 
McGu, Executive Director, 3620 Locust Street, Philadelphia 4, Pennsylvania. 


Publications: College and University Courses in Insurance. A survey by Ericson and Norton. 
Richard D. Irwin, Inc. $1.50. 


INSURANCE COMPANY AND BANK PURCHASING AGENTS’ ASSOCIATION Mr. 
Wirton M. Hoac, President, c/o New England Mutual Life Insurance Com- 
pany, 501 Boylston Street, Boston 17, Massachusetts. 


INSURANCE COMPANY EDUCATION DIRECTORS’ SOCIETY Mr. ALLAN WIKMAN, 
President, c/o General Adjustment Bureau, Inc., 123 William Street, New York 
38, New York. 


Publication: Education Exchange. A bi-monthly publication serving members as an infor- 
mal clearing house on insurance education, training and related matters, with 
special emphasis in the property-liability insurance fields. Mr. Davis T. 
Ratcliffe, Editor. 

Note: Members of AAUTI are invited to join the Society as Associate Members. 


INSURANCE ECONOMICS SOCIETY OF AMERICA Mr. E. H. O'Connor, Manag- 
ing Director, 176 West Adams Street, Chicago 3, Illinois. 


Publications: Economic Security—Provisions in Private Industry. October, 1957. Sickness 
Compensation. December, 1957. 
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THE INSURANCE HALL OF FAME Dr. Joun S. Bickiey, Chairman of the Board, 
The University of Texas, Austin 12, Texas. 


Publication: The Insurance Hall of Fame: 1959. Free. 


INSURANCE INSTITUTE OF AMERICA Dn. Harry J. Loman, Executive Vice Presi- 
dent, 3924 Walnut Street, Philadelphia 4, Pennsylvania. 
Publications: Announcement. Revised annually. Free. 


Topical Outlines. Guides to the study of material covered on the three ex- 
aminations. Revised annually. 25 cents per part. 


THE INSURANCE INSTITUTE OF CANADA Mk. R. Leopotp Jones, Honorary Secre- 
tary Treasurer, 86 Adelaide Street East, Toronto, Canada. 
Publications: Correspondence Courses in conjunction with the Extension Department of 
the University of Toronto. 
Syllabus and Tuition Guide. 
Annual Report. 


INSURANCE SOCIETY OF NEW YORK, INC.—THE SCHOOL OF INSURANCE Mn. 
ArtHur C. Goer.icn, President, 225 Broadway, New York 7, New York. 


Publication: The News Letter. For members. Not published during the past year. 


Note: The Library of the Society is open to members of AAUTI for research without charge. 
Materials, however, are loaned only to members of the Society and to students currently 
enrolled in The School of Insurance. 


THE JAMES S. KEMPER FOUNDATION Mar. Himam L. Kennicort, Executive Di- 
rector, Mutual Insurance Building, Chicago 40, Illinois. 


Note: In addition to programs of scholarships and fellowships, The Foundation has insti- 
tuted the John M. Breen Fellowship for graduate work, in preparation for teaching— 
particularly insurance. The candidates chosen for this Fellowship may attend the institu- 
tions of their choice. 


LIFE UNDERWRITER TRAINING COUNCIL Mr. Loran E. Powe , C.L.U., Man- 
aging Director, 1118—22nd Street, N.W., Washington 7, D.C. 


Note: Members of AAUTI are cordially invited to attend local LUTC classes from time to 
time. Arrangements for sitting in on local classes may be made with the instructor. His 
name can be obtained from the local life underwriters’ association. 


Publications: Course Announcement. 1959. Free. 

Educational and Training Opportunities for the Life Underwriter. A review 
of campus training schools, the LUTC, and C.L.U. work. Available through 
the Life Insurance Agency Management Association, 170 Sigourney Street, 
Hartford, Connecticut. 25 cents. 


NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS Mana. Hucu L. Tot- 
LACK, Executive Secretary, 160 North LaSalle Street, Chicago 1, Illinois. 


Publications: Proceedings. Volume I is published following the Regular Meeting in Decem- 
ber of each year, and Volume II is published following the Annual Meeting 
in June of each year. 

Manual of Association Examination Practice and Procedure. $2.00 a copy. 
Instructions for Uniform Classifications of Expenses of Fire-Marine-Casualty- 
Surety Insurers. $2.00 per copy. 
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THE SELF-INSURERS ASSOCIATION Mr. James J. Recan, Secretary, 165 Broadway, 
New York 6, New York. 


Publications: Periodic bulletins to members. 


SOCIETY OF ACTUARIES Mr. ArtrHur A. McKinniz, Executive Secretary, 208 
South LaSalle Street, Chicago 4, Illinois. 


Publication: Selection of Risks, by Shepherd and Webster. $5.00. 


THE SOCIETY OF CHARTERED PROPERTY AND CASUALTY UNDERWRITERS Mn. 
Harry F. Brooxs, Managing Director, 3924 Walnut Street, Philadelphia 4, 
Pennsylvania. 

Publications: The Annals, January, 1959. $3.00 per copy. 


Extension of Group Marketing Principles. By Richard Heins. Special reprint 
of this paper. $1.00 per copy. 50 cents per copy in quantities of ten or 
more. 

Nature and Significance of Insurance Principles. By Irving Pfeffer. Special 
reprint of article. $1.00 per copy. 50 cents per copy in quantities of ten 
or more. 

Index of articles appearing in the past issues of The Annals and prices avail- 
able on request. 


SPECIAL LIBRARIES ASSOCIATION Miss Manian Lecunenr, Librarian, Connecticut 
General Life Insurance Compan: Hartford 15, Connecticut. 


Publications: National Insurance Organizations in the United States and Canada. By Ruby 
Church Breitner. $3.50. 
Insurance Book Reviews, published 10 times a year, price $3.50, subscriptions 
obtainable from Miss Agnes Brite, Librarian, New England Mutual Life 
Insurance Company, 501 Boylston Street, Boston, Massachusetts. 


Life-Health Insurance Organizations 


AMERICAN LIFE CONVENTION Mr. Craris Apams, Executive Vice President, 
1701 K Street, N.W., Washington 6, D.C.; or Miss Ipa Weser, Secretary, 230 
North Michigan Avenue, Chicago 1, Illinois. 

Publications: Proceedings of the Annual Meeting. 
Proceedings of the Medical Section Meeting. 
Proceedings of the Legal Section Meeting. 


Legal Bulletin, Monthly. 
A. L. C. News Letter. Twice monthly. 


THE ASSOCIATION OF LIFE INSURANCE MEDICAL DIRECTORS Dr. Royat S. 
ScuaarF, Secretary, P.O. Box 594, Newark 1, New Jersey. 
Publication: Transactions of the Association of Life Insurance Medical Directors of America. 


Printed for private circulation. Contains scientific papers and discussions 
presented at annual meeting. Issued in spring of year. $5.00. 


CANADIAN ASSOCIATION OF ACTUARIES Mr. R. C. Dowserrt, Secretary, c/o 
Crown Life Insurance Company, 120 Bloor East, Toronto 5, Ontario, Canada. 
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CONFERENCE OF ACTUARIES IN PUBLIC PRACTICE Mn. Harry S. TresseLL, Secre- 
tary, 10 S. LaSalle Street, Suite 1300, Chicago 3, Illinois. 

Publication: The Proceedings. Contains papers and discussions on annual meeting, life, 

accident and health, and casualty insurance; pension and welfare plans; 

social security; and topics of general interest to actuaries. Current issue is 


Volume VIII, released June, 1959, covering October, 1958 meeting. Price 
of current volume, $12.50. Complete sets of former volumes are available. 


FRATERNAL ACTUARIAL ASSOCIATION Mr. Henry F. Scueic, Secretary, c/o 
Aid Association for Lutherans, Appleton, Wisconsin. 


Publication: The Proceedings. $5.00 per copy to non-members. Complimentary copies are 
sent to some university libraries. 


FRATERNAL FIELD MANAGERS’ ASSOCIATION Mr. Rosert H. Pratt, Secretary- 
Treasurer, c/o Modern Woodmen of America, Rock Island, Illinois. 


THE GENERAL AGENTS AND MANAGERS CONFERENCE Mr. Donatp A. BAKER, 
Executive Director, 608—13th St., N.W., Washington 5, D.C. 


Publications: Mid-Year Meeting Brochure; Annual Meeting Brochure. September, 1958; 
March, 1959. $ .50 per copy. 


HEALTH INSURANCE ASSOCIATION OF AMERICA Mar. Roserrt R. Neat, General 
Manager, 1701 K Street, N.W., Washington 6, D.C. 
Publications: All public communications and publications of the Association are released 


through the Health Insurance Institute. Members of AAUTI are on the 
mailing list of the Institute and will receive its publications. 


HEALTH INSURANCE INSTITUTE Mr. James R. WiiiaMs, Vice President, 488 
Madison Avenue, New York 22. . w York. 
Publications: A List of Worthwhile Health Insurance Books. First edition, to be issued 
annually. Includes a descriptive list of organizations having a relationship 
to health and the financing of medical care. Free. 


A Profile of the Health Insurance Public. A nationwide study of the popula- 
tion in relation to coverage and public attitudes toward health insurance. 


Free. 
Extent of Voluntary Health Insurance Coverage in the United States. An an- 
nual survey published by the Health Insurance Council and distributed by 


the Health Insurance Institute. Free. 


HOME OFFICE LIFE UNDERWRITERS ASSOCIATION Mr. Joun S. Wyper, Secre- 
tary, c/o Connecticut General Life Insurance Company, Hartford, Con- 


necticut. 


Publication: Proceedings. 1958. Available through Mr. William H. Greenwood, Jr., c/o 
Provident Mutual Life Insurance Company, 4601 Market Street, Philadelphia 


1, Pennsylvania. $5.00 per copy. 


INSTITUTE OF HOME OFFICE UNDERWRITERS Mr. J. D. Rockare.iow, Secretary- 
Treasurer, c/o Pacific Mutual Life Insurance Company, Los Angeles, Cali- 


fornia. 
Publication: Proceedings. 1950 through 1958. $6.00 each. 
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INSTITUTE OF LIFE INSURANCE Mr. Hoxcar J. Jonnson, President, 488 Madison 
Avenue, New York 22, New York. 


Publications: 1959 Life Insurance Fact Book. Single copies free. 
Handbook of Life Insurance. By R. Wilfred Kelsey and Arthur C. Daniels, 
Second edition, October, 1958. Single copies free. 
Report of the 1958 Annual Meeting. Free. 
A List of Worthwhile Life Insurance Books. 1959. Free. 
The Tally of Life Insxrance Statistics. Published monthly. Free. 


INTERNATIONAL ASSOCIATION OF ACCIDENT AND HEALTH UNDERWRITERS Mr. 
Bruce Girrorp, Managing Director, 330 South Wells Street, Chicago 6, Illinois. 


Publications: The Accident & Health Underwriter. Free with membership in the Inter- 
national. $5.00 per year per single magazine subscription. 
Successful Ideas for Accident & Health Sales. Paper-bound selling portfolio 
which contains 100 ideas for successful A&H sales. $3.00 per copy. 
A list of various tape recorded speeches is available upon request. These tapes 
are available to members for $5.00 per reel. 


LIFE INSURANCE ADVERTISERS ASSOCIATION Mr. Rosert S. Krerren, P.O. Box 
136, Madison Square Station, New York 10, New York. 


Publications: The Life Advertiser. A monthly publication. Free to all members. 
Life Insurance Advertising. This publication outlines the techniques of reach- 
ing the public through mass media. 
Public Relations for Life Insurance Companies. How life insurance companies 
communicate with the public—techniques and organization. 
Sales Promotion for Life Insurance Companies. To be ready for distribution 
in late 1959. 


LIFE INSURANCE AGENCY MANAGEMENT ASSOCIATION Miss Marcaretr A. 
Durry, Public Relations Assistant, 170 Sigourney Street, Hartford 5, Con- 
necticut. 


Publications: Manager's Magazine and District Management. Quarterly periodicals devoted 

to agency management problems. 

Manager’s Handbook. A monthly management service. 

Study Course in Agency Management. 

Study Course in District Management. 

Supervisors Study Course. 

Agent Development Program. 

Research Reports and Surveys. 

Field Publications. 

Catalog of Publications. A listing of the many publications of the Association 
and their prices. 

Life Insurance Newsletter. A spring and fall release to teachers in American 
colleges and universities. 


Note: Teachers of insurance are welcome to visit the Association’s Schools in Agency Man- 
agement which are conducted in the summer at various locations throughout the country. 
A listing of these schools may be obtained from Miss Duffy. 


LIFE INSURANCE ASSOCIATION OF AMERICA Mnk. Rosert B. Crane, Secretary, 
488 Madison Avenue, New York 22, New York. 


Publication: Proceedings. Report of the Annual Meeting. Available upon request. 
THE LIFE INSURANCE INSTITUTE OF CANADA Miss Jessie THomson, Secretary- 
Treasurer, 200 Bloor Street, East, Toronto 5, Ontario, Canada. 


Publications: Statements Required from Life Insurance Companies Operating in Canada. 
By L. J. Brown. Free. 
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Notes on Life Insurance Law of Quebec. (1954). By R. D. Taylor. Free. 
Notes on Dominion and Provincial Taxation of Life Insurance Companies. 
By Miss M. Mudie. Free. 


LIFE INSURANCE MEDICAL RESEARCH FUND Dn. Francis R. Dievame, Scientific 
Director, 345 East 46th Street, New York 17, New York. 


Publication: Annual Report. Available upon request. 


LIFE INSURERS CONFERENCE Mx. Martin B. WituiaMs, Executive Vice Presi- 
dent, 618-19 Mutual Building, Richmond 19, Virginia. 


Publications: Proceedings. 1958. Available for libraries of colleges and universities without 
charge if requested prior to printing. 
Directory 1958-1959. 


Note: The Conference makes available to members of AAUTI its assistance in arranging 
visits to the home offices of member companies. 


LIFE OFFICE MANAGEMENT ASSOCIATION Mr. Roy A. MacDonavp, Managing 
Director, 110 East 42nd Street, New York 17, New York. 


Publications: Proceedings for 1929 to 1948 inclusive. $5.00. 
Proceedings for 1949 and thereafter. $8.00. 


Note: A list of other publications may be obtained by request. There is also a 20 per cent 
discount off list price to any professor. 


THE NATIONAL ASSOCIATION OF LIFE UNDERWRITERS Mr. Lester O. ScHRIVER, 
Managing Director, 608 Thirteenth Street, N.W., Washington 5, D.C. 


Publications: Life Association News. A monthly magazine for association members and other 
subscribers. 
Life Notes. A monthly newsletter for subscribing affiliated local associations. 
Wheelhorse. Special fact sheet for leaders of local and state associations. 


NATIONAL FRATERNAL CONGRESS OF AMERICA Mr. Foster F. FArre.y, Secre- 
tary-Treasurer, 35 East Wacker Drive, Chicago 1, Illinois. 


Publication: Proceedings. Printed only for member societies. 


Property Insurance Organizations 


AMERICAN ASSOCIATION OF MANAGING GENERAL AGENTS Ma. Brirron L. 
Secretary-Treasurer, 31 Luhrs Arcade, Phoenix, Arizona. 


Publications: Proceedings. 1959. Free. 
Membership Directory. 1959. Free. 


AMERICAN HULL INSURANCE SYNDICATE Mk. S. D. Livincston, Secretary, 99 
John Street, New York 38, New York. 


Publication: Serving the World Shipowners. Free on request. 
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AMERICAN INSTITUTE OF MARINE UNDERWRITERS Mr. Cart E. McDoweE Lt, 
Executive Vice President, 99 John Street, New York 38, New York. 


Note: Members of AAUTI are cordially invited to direct any questions they may have con- 
cerning marine insurance to this Institute. They are also invited to visit the offices of 
the Institute. 


AMERICAN INSURANCE ASSOCIATION Jonn F. Secretary, 116 
John Street, New York 38, New York. 


Publications: Is Insurance Against Floods and Flood Damage Feasible? Questions and 
Answers. 
Studies of Floods and Flood Damage 1952-1955. 


AMERICAN MUTUAL INSURANCE ALLIANCE Mar. H. F. Swanson, 20 North Wacker 
Drive, Chicago 6, Illinois. 


a Publication: 1959 Directory of Mutual Fire and Casualty Insurance Companies in the United 
Bec States, 1959. 


ASSOCIATED FACTORY MUTUAL FIRE INSURANCE COMPANIES Mr. G. F. Want, 
General Manager, Factory Mutual Engineering Division, 1151 Boston-Provi- 
dence Turnpike, Norwood, Massachusetts. 


Publications: Factory Mutual Record. A monthly magazine for plant management and fire- 
protection-supervisory personnel of insured properties. Subscription $1.00 
a year. 
Approved Equipment for Industrial Fire Protection. $3.00. 
Organizing Your Plant for Fire Safety. $2.00. 
Note: Latest annual report and list of publications and prices will be sent on request. Motion 
picture training films on fire protection also available as outlined in publications list. 


a ASSOCIATION OF CASUALTY AND SURETY COMPANIES Mar. Burton L. Younc- 
a MAN, Assistant Manager, Public Relations Department, 60 John Street, New 
York 38, New York. 


Publications: Specimen Insurance Policies for General or Survey Insurance Courses. Pro- 
vided free of charge to students enrolled in a general or survey course 


offered for college credit. 
Specimen Insurance Policies for Advanced Insurance Courses. Provided free 
of charge to students enrolled in a general or survey course offered for college 


c t. 
Publication List (Mimeographed) Free. 


ASSOCIATION OF INSURANCE ATTORNEYS Mr. Hans J. Horrorr, Jr., Secretary, 
1728 Broadway, Gering, Nebraska. 


Publications: Roster of Membership. 
Constitution and By-Laws. 


ASSOCIATION OF MUTUAL FIRE INSURANCE ENGINEERS Mr. T. W. Berry, Secre- 
tary-Treasurer, c/o Improved Risk Mutuals, 15 North Broadway, White Plains, 
New York. 


Publication: Mutual Engineer. Published intermittently. Charge for this publication is 
included in the membership fee. 
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CASUALTY ACTUARIAL SOCIETY A. Z. SxeLpinc, Secretary-Treasurer, 200 
East 42nd Street, New York 17, New York. 


Publications: Proceedings of the Casuelty Actuarial Society. Published annually. Three most 
recent years, $8.00 per copy. Other years where available, $2.00 per copy. 
Year Book of the Casualty Actuarial Society. Free. 
Recommendations for Study. For the guidance of students desiring to take the 
Society Examinations. Free. 


CONFERENCE OF MUTUAL CASUALTY COMPANIES Pau E. Secre- 
tary, 50 West Gay Street, Columbus, Ohio. 


EASTERN UNDERWRITERS ASSOCIATION Map. Freperick W. Doremus, Manager- 
Secretary, 85 John Street, New York 38, New York. 


Publications: Material of a general nature is available to insurance professors at the college 
level. 


FACTORY INSURANCE ASSOCIATION Mr. W. H. Forristati, General Manager, 
85 Woodland Street, Hartford 2, Connecticut. 


Publications: An Introduction to Factory Insurance Association. A brochure explaining the 
operations of, and presenting general information concerning the organization. - 
Sentinel. A monthly publication devoted to industrial fire prevention and fire 

protection. Available upon request. 


FEDERATION OF INSURANCE COUNSEL Mr. L. J. Crayton, Secretary, Rusk 
Building, Houston 2, Texas. 


Publication: Federation of Insurance Counsel Quarterly. $6 per year. Library $4. 


GENERAL ADJUSTMENT BUREAU, INC. Mr. ALLAN WixMan, Director, Education 
and Research, 123 William Street, New York 38, New York. 


Note: The Bureau maintains a list of qualified speakers who are authorized by management 
to accept invitations to address civic and business groups. Insurance teachers interested 
in obtaining a Bureau representative to talk on a phase of the organization’s operations 
should contact a Departmental Office in New York, Atlanta, Dallas, or San Francisco. 

Publications: Directory of Branch Offices 1959-60. No charge. 

Automobile Material Damage Adjusters’ Guide. Distributed to Bureau person- 
nel and the loss executives of its shareholder companies. No charge. 

All Risks of Loss vs. All Loss. Reprint of a speech by Mr. John P. Gotman. 
1958. No charge. 

Appraisal Under the Standard Fire Policy. By C. J. Denehy. 1957. No charge. 

KNOW. Internal house organ of the Bureau. Published quarterly. No charge. 

The 1958 Homeowners Program. (A Comparative Review for Property Ad- 
justers), 1959. No charge. 

Some Concrete Loss Problems under All-Risk Policies, Reprint of a talk by 
John M. Aherne. 1959. No charge. 

General Adjustment Bureau, Inc. Fifty-Two Years of Service to the Capital 
Stock Insurance Business. Reprint of an article in The Eastern Underwriter, 


December, 1958. No charge. 


HAIL INSURANCE ADJUSTMENT AND RESEARCH ASSOCIATION Mn. K. S. Ocicvie, 
Assistant Secretary, 175 West Jackson Boulevard, Chicago 4, Illinois. 
Publications: Simulated Hail Injuries to Winter Wheat, Bulletin 402, Kansas State College. 

Defoliation Studies as a Basis for the Estimation of Hail Losses, Bulletin 682, 


Texas A. and M. 
Above pamphlets may be obtained from the Association in limited quantities 


at no cost. 
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IMPROVED RISK MUTUALS Mr. Henry Scuappacn, Publications Editor, 15 North 
Broadway, White Plains, New York. 


Publications: Spotlight. Published quarterly. 
Engineering Bulletin. Published quarterly. 


INSURANCE ACCOUNTANTS ASSOCIATION Mnpr. James Witson, Executive Secre- 
tary, c/o American Re-Insurance Company, 99 John Street, New York 38, New 
York. 


INSURANCE ACCOUNTING AND STATISTICAL ASSOCIATION Mr. L. J. HALE, 
Secretary-Treasurer, c/o Kansas City Life Insurance Company, P.O. Box 139, 
Kansas City, Missouri. 

Publications: Proceedings. 1957. Price: $20 to non-members; $7.50 to schools and colleges. 


Proceedings. 1958. 
The Interpreter. Available through membership only. 


INSURANCE UNDERWRITERS ASSOCIATION OF THE PACIFIC Mr. Ricuarp B. 
Masters, Manager-Educational Director, 320 California Street, San Francisco 
4, California. 


Publication: Annual Proceedings of 1959. Free. 


INTERNATIONAL ASSOCIATION OF INDUSTRIAL ACCIDENT BOARDS AND COM- 
MISSIONS Mr. A. W. Morey, Secretary-Treasurer, c/o U.S. Department of 
Labor, Bureau of Labor Standards. Washington 25, D.C. 


Publication: Workmen’s Compensation Problems. Proceedings of 1957 Convention. Bureau 
of Labor Standards Bulletin No. 195. Available from U. S. Department of 
Labor, Bureau of Labor Standards, Washington 25, D.C. 


INTERNATIONAL ASSOCIATION OF INSURANCE COUNSEL Miss BLANCHE DaHIN- 
DEN, Executive Secretary, 510 East Wisconsin Avenue, Milwaukee 2, Wis- 
consin. 

Publication: Insurance Counsel Journal. Published quarterly. $10 per year. 


MULTI-PERIL INSURANCE CONFERENCE Mar. H. F. Pertet, General Manager, 
116 John Street, New York 38, New York. 


MUTUAL LOSS RESEARCH BUREAU Mr. Gorpvon Davis, Secretary-Manager, 20 
North Wacker Drive, Chicago 6, Illinois. Mr. R. L. Lusx, Educational Direc- 
tor, Loss Research Division, 20 North Wacker Drive, Chicago 6, Illinois. 


Publications: Lightning Damage Claims on TV Equipment. By Vernon Bertrand. Septem- 

ber, 1957. 11¢ each. 

Procedures and Standards on Property Loss Adjustment. Manual No. 100. 
May, 1958. No charge. 

The Adjustment of Reporting Form Losses. By G. B. Martin. September, 
1958. 25¢ each. . 

Checking Personal Property Claims (Household Goods and Personal Property ). 
By P. I. Thomas. May, 1959. 1 to 25 copies: 20¢ each, postpaid; 12¢ each, 
plus postage. 
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Insurance Association Publications 


NATIONAL ASSOCIATION OF CASUALTY AND SURETY AGENTS Mnp. C. F. J. 
Harrincton, Executive Vice President, 112 Water Street, Boston, Massachu- 
setts. 


Publications: Report of Annual Meeting. 
Report of Semi-Annual Meeting. 


NATIONAL ASSOCIATION OF CLAIMANTS’ COMPENSATION ATTORNEYS Mar. 
Ernst Bocuscu, 6 Beacon Street, Boston 8, Massachusetts. 


Publication: NACCA Law Journal. Two volumes are published a year which deal with 
case law, comment, and articles, decisions affecting liability under casualty 
and workmen’s compensations laws, and decisions on insurance policy cov- 
erage problems. 300 pages per volume. $20 per year. 


NATIONAL ASSOCIATION OF CREDIT MANAGEMENT Maz. E. B. Moran, Execu- 
tive Vice President, 229 Fourth Avenue, New York 3, New York. 


Publications: Credit and Financial Management. $3 per year. 
Credit Manual of Commercial Laws. $12. 
Credit Management Handbook. $12. 


NATIONAL ASSOCIATION OF INDEPENDENT INSURANCE ADJUSTERS Mr. Bruce 
H. Smrru, Executive Secretary, Miss ANN D. Horsincton, Executive Assistant, 
175 West Jackson Boulevard, Chicago 4, Illinois. 


Publications: The Independent Adjuster. (Quarterly: Mar., June, Sept., Dec.) Free on re- 
quest. 


The Membership Directory (Annual: App. June) 


NATIONAL ASSOCIATION OF INDEPENDENT INSURERS Mr. Bos OrLsenc, Public 
Relations Director, 30 West Monroe Street, Chicago 3, Illinois. 


Publications: The Role of the National Association of Independent Insurers. A descriptive 
brochure covering the history, present activities, and philosophy of N.A.LI. 


NAIC Roster and State Insurance Department Personnel. Roster of key per- 
sonnel in all state insurance departments. June 1959. Free to AAUTI 
members. $1.00 to others. 


NATIONAL ASSOCIATION OF INSURANCE BROKERS, INC. Mr. Barc tay SHaw, 
Secretary, 62 William Street, New York 5, New York. 


Note: Member associations of The National Association of Insurance Brokers are in New 
York, Boston, St. Louis, Chicago, San Francisco, and Los Angeles. Members of AAUTI 
wishing to attend meetings of the groups are invited to do so. Further details may be 
obtained from Mr. Shaw. 


Publication: Friday Flash. A weekly publication covering items of current interest in the 
insurance field. 


NATIONAL ASSOCIATION OF MUTUAL INSURANCE AGENTS Mr. Puur L. 
Batpwin, General Manager, Investment Building, Washington 5, D.C. 


Publication: Mutual Review. A monthly magazine available without charge, upon request, 
to members of AAUTI. 
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NATIONAL ASSOCIATION OF MUTUAL INSURANCE COMPANIES Mn. Harry P. 
Cooper, Jr., Secretary, 2105 N. Meridian Street, Indianapolis, Indiana. 
Publications: Mutual Insurance Bulletin. Published monthly. $2 per year or $ .20 per copy. 

Operating Manual for Farm Mutual Management. For use by farm mutual 


insurance companies. 
Proceedings, Annual Meeting. 


NATIONAL ASSOCIATION OF PUBLIC INSURANCE ADJUSTERS Mr. Pavt L. 
Corpisu, Executive Director, 1613 Munsey Building, Baltimore 2, Maryland. 


Publications: A large variety of pamphlets and brochures pertaining to public insurance ad- 
justing as well as a monthly bulletin are available upon request. 


NATIONAL AUTOMOBILE UNDERWRITERS ASSOCIATION Mr. Howarp S. Oms- 
BERG, Manager, 125 Maiden Lane, New York 38, New York. 


Publications: Book of Standard Endorsements. A loose-leaf booklet containing forms and 
endorsements related to the automobile policy. 
Rate manuals and policy forms. 


NATIONAL BOARD OF FIRE UNDERWRITERS Mr. L. A. Vincent, General Man- 
ager, 85 John Street, New York 38, New York. 


Publications: A list of publications may be obtained upon request. 


NATIONAL BUREAU OF CASUALTY UNDERWRITERS Mr. LESLIE, JR., 
General Manager, 60 John Street, New York 38, New York. 


Publications: Rate manuals and policy endorsement forms. Statistical plans. 


NATIONAL COUNCIL ON COMPENSATION INSURANCE Mr. Georce F. REALL, 
General Manager, 200 East 42nd Street, New York 17, New York. 


Publications: The National Council publishes various manuals containing rules, rates, and 
forms with respect to workmen’s compensation insurance and employers’ lia- 
bility insurance. The cost of these publications varies, 


NATIONAL FEDERATION OF GRANGE MUTUAL INSURANCE COMPANIES Mar. 
SHERMAN K. Ives, Secretary, Thomaston, Connecticut. 


NATIONAL FIRE PROTECTION ASSOCIATION Mnr. Percy BucsBee, General Man- 
ager, 60 Batterymarch Street, Boston 10, Massachusetts. 


Publications: Advance Reports. Issued each year. Contains reports of technical committees 

to be acted upon at the annual meeting. 

Proceedings. Report of Annual Meeting. 

Year Book. 

Directory. 

Fire News. Monthly newsletter containing current events of fire protection 
interest. 

National Fire Codes. 6 volumes on all phases of fire protection and fire pre- 
vention. 

NFPA Quarterly. Technical journal containing information on fire protection 
and fire prevention. 

Firemen. Monthly magazine of interest to professional and volunteer fire fight- 
ers and to industrial fire brigade personnel. Available to NFPA members. 
Annual subscription $2.00. 
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Insurance Association Publications 


NATIONAL SAFETY COUNCIL Mr. H. W. Cuamp.in, Manager, Membership and 
Sales Department, 425 North Michigan Avenue, Chicago 11, Illinois. 


Publications: Complete catalogs of National Safety Council services and publications are 
available upon request. 


NUCLEAR ENERGY PROPERTY INSURANCE ASSOCIATION W. H. 
General Manager, 85 Woodland Street, Hartford 2, Connecticut. 


Publication: NEPIA. A brochure describing the organization’s structure and functions. 
Available upon request. 


REPORTING FORM SERVICE OFFICE Mr. T. D. McCart, Manager, 55 John Street, 
New York 38, New York. 


Publications: Proceedings of Annual Membership Meeting. April 22, 1959. 
Multiple Location Rating Plan. 
Rules and Forms for Reporting Form “A.” 
Limited copies of these publications are available without charge. 


SOUTH-EASTERN UNDERWRITERS ASSOCIATION Mr. Jonn P. Man- 
ager, P.O. Box 5048, Atlanta 2, Georgia. 


STANDARD FORMS BUREAU Mr. J. H. Martin, Manager, 447 Sansome Street, 
San Francisco 11, California. 


THE SURETY ASSOCIATION OF AMERICA Mr. Davm Porter, Educational Direc- 
tor, 60 John Street, New York 38, New York. 


Publications: ABC’s of Teller Work. For the instruction of teller trainees. 
Public Bond Issues for New Projects. 1958. 
Bonds of Suretyship. 
Fidelity Bonds—An Informative Review for Accountants and Auditors. 
How Much Honesty Insurance? 
Safeguards Against Employee Dishonesty in Business. 
Bonded Defense Against the Check Forger. 
The Public Official and His Surety Bond. 
Is the Public Official Personally Liable? 
Public Bond Issues for New Projects. 
Constructi The Bonded Contract is the Owner's Protection. 
School Construction Problems. 
Profile of a Modern Trade Association. 
The Surety Bond in Court Proceedings. 
Joint Control—Its Role in the Administration of Estates. 
Corporate Fiduciary Bonds—A Safeguard of Estates. 
Surety Rate-Making. By Dr. Jules Backman. 


TRANSPORTATION INSURANCE RATING BUREAU Mr. W. H. Rodda, Secretary, 
175 West Jackson Boulevard, Chicago 4, Illinois. 


Publication: Proceedings of Underwriting Conferences. Available to insurance professors 

without charge. 

Note: The Bureau cooperates with other organizations in holding a Mutual Insurance Tech- 
nical Conference once a year. Insurance teachers can arrange to attend this conference 
by making arrangements in advance with the TIRB office. The conference is usually held 

in the fall. 
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UNDERWRITERS’ LABORATORIES, INC. Mr. Norman H. Davis, Jr., Executive 
Engineer, 207 East Ohio Street, Chicago 11, Illinois. 


Publications: Testing for Safety. Free. 

Various lists indicating the names of manufacturers and their products which 
have complied with UL requirements, including: Electrical Construction 
Materials List; Electrical Appliance and Utilization Equipment List; Hazard- 
ous Location Equipment List; Building Materials List; Fire Protection Equip- 
ment List; Gas and Oil Equipment List; Accident, Automotive, and Burglary 
Protection Equipment List. 

Note: Bi-monthly supplements to the above lists are published in February, 
etc., each year. 

Note: Members of AAUTI are cordialiy invited to visit any of the four laboratories main- 
tained by this organization. In addition to the Chicago office, facilities are found at 161 
Sixth Avenue, New York, New York; 1655 Scott Lane, Santa Clara, California; and North- 
brook, Illinois. Visits to the Northbrook office are arranged through the Chicago office. 


WESTERN ACTUARIAL BUREAU Mab. K. H. Parker, Manager, 222 West Adams 
Street, Chicago 90, Illinois. 


Publications: Analytic System for the Measurement of Relative Fire Hazard. $7 for the 
initial set of material and $2 annually for supplements and revisions. 
Analytic System Handbook on Fire Protection. $2.50. 


WESTERN ADJUSTMENT AND INSPECTION COMPANY Mp. Georce M. Lyncu, 
Jr., Manager, Education and Research Department, 175 West Jackson Boule- 
vard, Chicago 4, Illinois. 


Publications: Our Business. A monthly house organ. 
A Challenging Career. Career opportunities in the adjustment field. 
Analysis of the Commercial Property Form. An exposition of the coverages and 
limitations in this policy. 
Review of Residential Coverages. A general review of basic dwelling and 
contents forms. 
Note: Members of AAUTI are invited to call upon this organization for speakers on par- 
ticular or general subjects to make presentations in colleges in the middle West. 


WESTERN UNDERWRITERS ASSOCIATION Mr. Wa G. DrrHMenr, Assistant 
Manager, 175 West Jackson Boulevard, Chicago 4, Illineis. 


Publication: What's the Difference? Pamphlet. 
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AAUTI BUSINESS 


Committee Appointments for 1959 
Budget and Finance Committee 


Kenneth W. Herrick, Texas Christian University, Chairman 
William T. Beadles, Illinois Wesleyan University 

Edward Hedges, Indiana University 

Dan M. McGill, University of Pennsylvania 


Committee on Census Occupational and Industrial Classification 


John F. Adams, Temple University, Co-chairman 

Theodore Bakerman, Duquesne University, Co-chairman 

William A. Alrich, The Spectator, Chilton Company 

William B. Buckman, Association of Casualty and Surety Companies 
Davis W. Gregg, American College of Life Underwriters 

George D. Haskell, American Mutual Insurance Alliance 

Virginia Holran, Institute of Life Insurance 

Chester M. Kellogg, Alfred M. Best Company, Inc. 

Milton W. Mays, American Fore Group 

William H. Wandel, Nationwide Insurance Companies 


Elizur Wright Award Advisory Committee 


Clyde M. Kahler, University of Pennsylvania, Chairman 

B. M. Anderson, Connecticut General Life Insurance Company 
Philip Elkin, Temple University 

Alfred N. Guertin, American Life Convention 

Dan M. McGill, University of Pennsylvania 

Robert Mehr, University of Illinois 

Robert Osler, Rough Notes Company 

William H. Rodda, Transportation Insurance Rating Bureau 


Committee on Health Insurance Terminology 


E. J. Faulkner, Woodmen Accident and Life Company, Chairman 
Ralph H. Blanchard, Emeritus Professor, Columbia University 
George Bugbee, Health Information Foundation 

O. D. Dickerson, Florida State University 

C. Manton Eddy, Connecticut General Life Insurance Company 
Ardell T. Everett, Prudential Insurance Company 

Jarvis Farley, Massachusetts Indemnity Insurance Company 
Joseph F. Follmann, Health Insurance Association of America 
Moses G. Hubbard, Commercial Travelers Mutual Accident Association 
Jay Ketchum, Health Care and Medical Indemnity 

Raymond F. Killion, Metropolitan Life Insurance Company 

John H. Miller, Monarch Life Insurance Company 

Wendell Milliman, Milliman and Robertson 

Robert R. Neal, Health Insurance Association of America 

Robert W. Osler, Rough Notes Company 

J. Henry Smith, Equitable Life Assurance Society of the U.S. 
Armand Sommer, Continental Casualty Company 

James R. Williams, Health Insurance Institute 


Committee on Insurance Teaching Aids 


Donald R. Childress, University of Oklahoma, Chairman : 
Emerson Cammack, University of Illinois mf 
Robert Cline, University of Florida i 
Warner Danforth, Boston University e 
John Hall, Georgia State College of Business Administration ie 
David A. Ivry, University of Connecticut 

Acis Jenkinson III, Insurance Company of North America 
Donald L. MacDonald, University of Michigan 

Harlan Miller, Institue of Life Insurance 

H. J. Zoffer, University of Pittsburgh 


Committee on Insurance Management Courses 
H. Wayne Snider, University of Pennsylvania, Chairman 
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James L. Athearn, University of Florida f 
Kenneth Black, Jr., Georgia State College of Business Administration 
Richard M. Heins, University of Wisconsin 
John D. Long, Indiana University 
Commission on Insurance Terminology 
Davis W. Gregg, American College of Life Underwriters, Chairman 
Ralph H. Blanchard, Emeritus Professor, Columbia University 
Edward J. Faulkner, Woodmen Accident and Life Company 
Joseph F. Follmann, Health Insurance Association of America 
Alfred N. Guertin, American Life Convention 
J. Edward Hedges, Indiana University 
S. S. Huebner, Emeritus Professor, University of Pennsylvania 
Holgar J. Johnson, Institute of Life Insurance 
Harry J. Loman, American Institute for Property and Casualty Underwriters 
Carl E. McDowell, American Institute of Marine Underwriters 
Dan M. McGill, University of Pennsylvania 
James R. Williams, Health Insurance Institute 
Hubert W. Yount, Liberty Mutual Insurance Company 


Journal Editorial Board 


John Bickley, Ohio State University, Editor 
James Athearn, University of Florida, Asst. Editor 
Philip Elkin, Temple University, Book Review Editor 
O. D. Dickerson, Florida State University, Asst. Editor 
Victor Gerdes, New York University, Asst. Editor 
iebe D. Long, Indiana University, Asst. Editor 
win Overman, American Institute of Property and Liability Underwriters, Inc., 
Periodical Review Editor 
C. Arthur Williams, University of Minnesota, Asst. Editor 
Richard M. Heins, University of Wisconsin 
Allen Mayerson, University of Michigan 
Grant M. Osborn, Arizona State University 
Joseph F. Trosper, Southern Methodist University 


Journal Promotion Committee 


John Burkhart, College Life Insurance Company of America, Chairman 
William T. Beadles, Illinois Wesleyan University 

Edward B. Larson, Illinois Wesleyan University 

Arthur Mason, Jr., Washington University 

Paul A. Norton, New York Life Insurance Company 


Local Arrangements Committee 
Levi Bottens, Life Underwriter Training Council 


Membership Committee 


ooh F. Trosper, Southern Methodist University, Chairman 
is W. A. Chapman, Life Insurance Agency Management Association 

Edward E. Evans, Edward E. Evans & Company 

Victor Gerdes, New York University 

William Harmelin, Continental Assurance Company 

Acis Jenkinson III, Insurance Company of North America 

Paul A. Norton, New York Life Insurance Company 

Grant M. Osborn, Arizona State College 

Nestor Roos, University of Arizona 

Donald Scoles, University of Southern California 

Eber Spence, Indianapolis, Indiana 

Robert W. Strain, Texas State Board of Insurance 


Committee on National Insurance Fraternity 


Victor Gerdes, New York University, Chairman 

Kenneth Black, Jr., Georgia State College of Business Administration 
Charles C. Center, University of Wisconsin 

John D. Long, Indiana University 

Jesse F. Pickrell, North Texas State College 

H. Wayne Snider, University of Pennsylvania 

Harry J. Solberg, University of California 
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AAUTI Business 


Nominations Committee 


William Bee 2s, Illinois Wesleyan University, Chairman 
Charles C. Center, University of Wisconsin 
Hampton H. Irwin, Wayne State University 


P © itt 
Davis W. Gregg, American College of Life Underwriters, Chairman 
John F. Adams, Temple University 
John S. Bickley, Ohio State University 
Kenneth Black, Jr., Georgia State College of Business Administration 
J. Edward Hedges, Indiana University 
Milton W. Mays, America Fore Group 
Paul A. Norton, New York Life Insurance Company 


Public Relations Committee 


Robert W. Osler, Rough Notes Company, Chairman 

Mark R. Greene, University of Oregon 

Marvin A. Kobel, National Association of Life Underwriters 
Burton M. Langhenry, Acacia Mutual Life Insurance Company 


Research Committee 


John Adams, Temple University, Chairman 

Theodore Bakerman, Duquesne University 

Edison Bowers, Ohio State University 

Harry Brooks, American Institute for Property and Casualty Underwriters 
John Cowee, University of California 

Richard Heins, University of Wisconsin 

William Howard, University of Florida 

Chester Kellogg, Alfred M. Best Company, Inc. 

Irving Pfeffer, University of California 

Robert W. Strain, Texas State Board of Insurance 
William H. Wandel, Nationwide Insurance Companies 
Michael Wermel, California Institute of Technology 
Arthur Williams, University of Minnesota 


May be obtained ON APPROVAL! 


(Money refunded within 10 days) 


* Loose Leaf Service 
* Revised At Least Twice A Year 
* Always Up To Date 


HANDY REFERENCE GUIDE 
FOR NEW YORK, NEW JERSEY, AND CPU EXAMS 


 WERBEL'S 


Generar Insurance Guine 


MR. WERBEL received the 1951 AWARD 


dered in the field of insurance education. PUBLISHING COMPANY, INC 


CcOsT $15 221 Hempstead Tpke., 
West Hempstead, N.Y. 
Each Revision $5.75 Waenhoe 1-8484 
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TIAA life insurance ; 


the best protection for your money 


Teachers Insurance and Annuity Association is a 
nonprofit insurance co g 4 founded by Carnegie 
organizations i. 1918. Its primary function is to 
provide low-cost insurance and annuities for em- 
ployees of co! , universities, and other nonprofit 
educational and research organizations. 


A $20,000 TIAA 10-Year-Term policy costs only 
ge aged 34.* This is 
av 


TIAA insurance costs are low because no agents are 
employed, no commissions are paid, and there are 
few occupational hazards in aca i 


A compact reference booklet, the Life Scena 
Guide, describes the different TIAA policies and is 


*$132.20 annual premium less $49.80 cash dividend paid at end of 
year. Future dividend amounts cannot be guaranteed, of course. 


TEACHERS INSURANCE AND ANNUITY ASSOCIATION 


to help you plan an uate life insur- 
an illustration 


t your copy an 
of a low-cost TI RAK oaber issued at your age, just 
return this coupon. 


Teachers Insurance and Annuity Association M 1 
730 Third Avenue, New York 17, New York 


Please send me a Life Insurance Guide and an illustration 
of low-cost protection at my age. 


Name Date of Birth 
Address. 
Ages of Dependents 
Employing Institution 
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PENSIONS 
By James A. Hamitton and Dorrance C. Bronson, both of The Wyatt Com- 
pany, Washington, D.C. McGraw-Hill Insurance Series. 410 pages, $8.50. 


In a nontechnical manner, this book covers the benefits and essential provisions of 
pension plans, the various methods of setting up plans, and costs of plans largely 
from an insurance point of view. 


LIFE INSURANCE 
By JoserH B. MAcLEAN, formerly of The Mutual Life Insurance Company of 
New York. McGraw-Hill Insurance Series. Eighth Edition. 675 pages, $6.95. 


Explains the theory and practice of life insurance in all its branches. It also deals 
with the annuities and group annuities including the establishment of pension plans 
through the medium of a life insurance company. A new feature is the addition 
of a set of review questions at the end of each chapter. 


ESSENTIALS OF INSURANCE LAW 
By Epwin W. Patrerson, Columbia University. McGraw-Hill Insurance Series. 
Second Edition. 558 pages, $7.75. 


Combines a nontechnical summary of legal doctrines with a readable account of 
their dependence and their influence upon the principles and practices of the in- 
surance business. Discusses all of the more important types of insurance contracts— 
life, fire, marine and casualty—as well as state regulation of insurance and the 
powers of insurance agents. 


BUSINESS LAW: Principles and Cases 
By Joun W. Wyatt, University of Florida; and Mapie B. Wyatt. 856 pages, 
$7.50. Student Workbook, $2.50. 


In determining the scope of this book, the authors were influenced to a great extent 
by the subjects covered by the C.P.A., C.L.U., and C.P.C.U. examinations. The fol- 
lowing subjects are extensively covered: contracts, agency negotiable instruments, 
bailments, sales, partnerships, corporations, security, real and personal property, 
wills and estates, trusts, bankruptcy, and insurance. 


MeGRAW-HILL BOOK COMPANY, INC. 
330 West 42nd Street New York 36,N.Y. approval 
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New York Life 


PRESENTS 


Visual Aids for 
College Classes 


a 


3 motion pictures prod Pp 
for use by insurance teachers. 


TAILOR-MADE DOLLARS 


A realistic narrative explaining the operation 
of a Planned Security Program 


Running time: 40 minutes—16 mm. sound flim 


STRICTLY BUSINESS 


‘oom 


A personalized story describing business insurance 
and what it can mean to a partnership 
Running time: 40 minutes—16 mm. sound flim 


FROM EVERY MOUNTAINSIDE 


an institutional fiim—in Technicolor 
A comprehensive view of life insurance at work—for 
the individual, his family and the national economy. 


Running time: 30 minutes—16 mm. & 35 mm. sound flim 


~ Mr. Robert P. Stieglitz, C.L.U. 
Assistant Vice President in charge of College Relations 
New York Life Insurance Company 
51 Madison Avenue, New York 10, N. Y. 
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New Books in Jusurance 
in The Inwin Series in Insurance: 


SOCIAL SECURITY 
PROGRAMS, PROBLEMS, AND POLICIES 


Edited by William Haber and Wilbur J. Cohen 


The major problem areas and polity issues in social security are covered 
in this volume of selicted readings. 


Published under the auspice: of The 8. 8. Huebser Foundation for Insurance Education: 
ALL LINES INSURANCE 
Edited by Dan M. McGill 


This timely volume presents the views of eminent authorities on a recent 
significant developm« at in insurance. 


Published under the auspices of The Pension Research Council: 


ENSURING MEDICAL CARE 
FOR THE AGED 


By Mortimer Spiegelman 


The problem of providing medical care for the aged is analyzed and discussed 
in this important vokume, 


LEGAL PROTECTION OF 
PRIVATE PENSION EXPECTATIONS 


By Edwin W. Petterscn 


The regulatory framework within which employer pension plans operate is 
analyzed and evaluated in this new book. 


A Blography of Dr. 8. §. Husbner of the University of Pennsyloania: 


THE TEACHER WHO CHANGED 
AN INDUSTRY 


By Mildred F; Stone 


This inspirational and entertaining biography tells the life story of the “fr.ther 
of life insurance education.” 


RICHARD D. IRWIN, INC. 


HOMEWOOD, ILLINOIS 
Publishers of the LIFE AND HEALTH INSURANCE HANDBOOK 


ne 
a 
7 


insurance Princ'>'es and Practices, 
Ath Ed. 


by Robert Riegel, Unive:sity of Buffalo; and Jerome 
S. Miller, Insurance Pxeoutive. 


Since first publication in 1921, members 
of the inserance profession have this book 
as the “Bible” in its fic'd. This 4th edition contains 
added material on nucior energy imsarance, graded 
tates, and miultiple-liee policies, amd has improved 
charts, igares, and insurioce trend developments, 
Clearly written and read, the gew edition 
stresses practical trainin, ‘or an tareer. At 
the same time, it high hts the ifportance of in- 
Sutance if Gur efonomic |ife. 

Each cha Closes with a short summary to heb 
students Ptiocipa! opics 4nd sée their 
ship with one another. | ootnotes, tables, and over 
100 catefully selected forms 
lect approved insurance practices. Penetical prob- 
lems pinpoint newly information and chap- 
ter bibliographies sugec:' further stady for your 
students, 


Publishal 1959 876 pages $7.95" 


For approva! copies, writes Bok 903 
| PRENT!CE-HALL, Inc. 


Clifts. New Jereey 
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